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We tmagine health care as it could be.









Pathways to essential health and
well-being services for all Americans.



Improved quality of health care
for every individual.
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Decisions grounded in scientific data.




Individual involvement
in health care decisions.
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FINANCGIAL HIGHLIGHTS

For the Year Ended December 31,

(in millions, except per share data) 2002 2001 2000 1999 1998
CONSOLIDATED OPERATING RESULTS
Revenues $ 25,020 $ 23,454 $21,122 $19,562 $ 17,355
Earnings {Loss) From Operations $ 2,186 $ 1,566 $ 1,200 $ 943 $ (420
Net Earnings (Loss) $ 1,352 $ 913 $ 736" $ 568* $ (166)
Net Earnings (Loss) Applicable

to Common Shareholders $ 1,352 $ 913 $ 736 $ 568 $ (2140
Return on Sharcholders’ Equity 33.0% 245 % 19.8 %" 141% -na’
Basic Net Earnings (Loss)

per Common Share $ 446 $ 292 $ 227 $ 163 $ (0.56)

Diluted Net Earnings (Loss)

per Common Share $ 425 $ 279 $ 219 $ 1.60* $ (0.56)
Common Stock Dividends per Share $ 0.03 $ 0.03 $ 002 $ 0.02 $ 0.02
CONSOLIDATED CASH FLOWS

FROM OPERATING ACTIVITIES $ 2,423 $ 1,844 $ 1,521 $ 1,189 $ 1,071
CONSOLIDATED FINANCIAL CONDITION
(As of December 31)

Cash and Investments $ 6,329 $ 5,698 $ 5,053 $ 4719 $ 4,424
Total Assets $ 14,164 $ 12,486 $ 11,053 $10,273 $ 9,675
Debt $ 1,761 $ 1,584 $ 1,209 $ 9 $ 708
Shareholders’ Equity $ 4,428 $ 3,891 $ 3,688 $ 3,863 $ 4,038
Debt-to-Total-Capital Ratio 28.5% 289% 247 % 204 % 149 %

na - not applicable

Financial Highlights and Results of Operations should be read together with the accompaaying Consolidated Financial Statemnents and Notes.

1 9000 results include a $14 million net permanent tax benefit related to the contribution of UnitedHealth Capital investments to
the United Health Foundation and a $27 million gain {317 nillion after tax) related to a separate disposition of UnitedHealth
Capital investments. Excluding these items, 2000 net earnings and diluted net earnings per common share were $705 million and
$2.10 per share, and return on shareholders’ equity was 19.0%.

2 1999 results include a net permanent tax beaefit primarily related to the contribution of UnitedHealth Capital investments to
the United Health Foundation. Excluding this benefit, net earnings and diluted net earnings per common share were $563 million
and $1.59 per share.

3 Excludin g the operational realignment and other charges of $725 million, $175 million of charges related to contract losses associated with
certain Medicare markets and other increases to commercial and Medicare medical costs payable estimates, and the $20 million
canvertible preferred stock redemption premium from 1998 results, earnings from operations and net earnings applicable to common
shareholders would have been $858 million and $509 million, or $1.31 diluted net earnings per common share, and retarn on shareholders’
equity would have been 11.9%.
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RESULTS OF OPERATIONS

2002 FINANCIAL PERFORMANCE HIGHLIGHTS

2002 was a record year for UnitedHealth Group as the company continued strong diversified growth

across its business segments and realized diluted net earnings per common share of $4.25, up 52% over

2001 on a reported basis and up 38% on a FAS No. 142 comparable reporting basis.! Other financial

performance highlights include:

> Revenues of $25.0 billion, a 7% increase over 2001.

> Operating earnings of $2.2 billion, up 40% over 2001 on a réported basis and up 32% on a
FAS No. 142 comparable reporting basis.

> Net earnings of nearly $1.4 billion, a 48% increase over 2001 ona reported basis and a 35% increase
on a FAS No. 142 comparable reporting basis.

> Operating cash flows of more than $2.4 billion, an increase of 31% over 2001.

> Consolidated operating margin of 8.7%, up from 6.7% in 2001 on a reported basis and up from
"7 1% on a FAS No. 142 comparable reporting basis, driven by operational and productivity
improvements, improved margins on risk-based products, and a product mix shift from risk-based
products to higher-margin, fee-based products.

> Return on shareholders’ equity of 33.0%, up from 24.5% in 2001 on a reported basis and up from
96.8% on a FAS No. 142 comparable reporting basis.

2002 RESULTS COMPARED TO 2001 RESULTS

CONSOLIDATED FINANCIAL RESULTS

Revenues

Revenues are comprised of premium revenues from risk-based products; service revenues, which
primarily include fees for management, administrative and consulting services; and investment and
other income.

Premium revenues are derived from risk-based arrangements in which the premium is fixed, typically for
a one-year period, and we assume the economic risk of funding health care services and related administrative
costs. Service revenues consist primarily of fees derived from services performed for customers that self-insure
the medical costs of their employees and their dependents. For both premium risk-based and fee-based
customer arrangements, we provide coordination and facilitation of medical services, transaction processing,
customer, consumer and care provider services, and access to contracted networks of physicians, hospitals and
other health care professionals.

Consolidated revenues increased by approximately $1.6 billion, or 7%, in 2002 to $25.0 billion.
Strong growth across our business segments was partially offset by the impact of targeted withdrawals
from unprofitable risk-based arrangements with customers using multiple health benefit carriers, and
withdrawals and benefit design changes in our Medicare+Choice product offering in certain markets.

10n January 1, 2002, UnitedHealth Group adopted Statement of Financial Accounting Standards (FAS) No. 142, “Goodwill and
Other Intangible Assets,” which eliminated the amortization of goodwill. To enhance analysis, the FAS No. 142 comparable reporting
basis excludes $93 million (389 million after tax effect) of goodwill amortization from 2001 results.
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Following is a discussion of 9002 consolidated revenue trends for each revenue component.

Premium Revenues Consolidated premium revenues in 2002 totaled $21.9 billion, an increase of $1.2 billion,
or 6%, compared with 2001.

Premium revenues from UnitedHealthcare's commercial risk-based products increased by approximately
$1.2 billion, or 10%, to $12.9 billion in 2002. Average net premium rate increases exceeded 13% on
UnitedHealthcare's renewing commercial risk-based business. This increase was partially offset by the effects
of targeted withdrawals from unprofitable risk-based arrangements with custorners using multiple health
benefit carriers and a shift in product mix from risk-based to fee-based products. During 2002, the number of
individuals served by UnitedHealthcare commercial risk-based products decreased by 180,000, or 3%.

Premium revenues from state-sponsored Medicaid and federally sponsored Medicare+Choice programs
decreased by $400 million, or 11%, to $3.2 billion in 2002. Premium revenues from Medicare+Choice
programs decreased by $850 million to $1.6 billion because of planned withdrawals and benefit design
changes in certain markets, undertaken in response to insufficient Medicare program reimbursement rates.
Premium revenues from Medicaid programs increased by $450 million to $1.6 billion in 2002. More than half
of this increase, $240 million, related to the acquisition of AmeriChoice on September 30, 2002.

The balance of premium revenue growth in 2002 included a $240 million increase in Health Care
Services’ premium revenues driven by an increase in the number of individuals served by both Ovations’
Medicare supplement products provided to AARP members and by its Evercare business. In addition,
Specialized Care Services realized a $140 million increase in premium revenues in 2002.

Service Revenues Service revenues in 2002 totaled $2.9 billion, an increase of $404 million, or 16%, over
9001. The increase in service revenues was driven primarily by aggregate growth of 11% in individuals served
by Uniprise and UnitedHealthcare under fee-based arrangements. Uniprise and UnitedHealthcare service
revenues grew by an aggregate of $230 million during 2002. Additionally, revenues from Ovations’ Pharmacy
Services business, established in June 2001, increased by approximately $110 million as it was in operation
for the full year in 2002.

Investment and Other Income Investment and other income in 9002 totaled $220 million, a decrease of
$61 million, or 22%, from 2001. Interest income decreased by $32 million due to lower interest yields
on investments in 2002 compared with 2001, pardally offset by the impact of increased levels of cash
and fixed-income investments. Net realized capital losses in 2002 were $18 million, compared to net
realized capital gains of $11 million in 2001. The 2002 net realized capital losses were mainly due to
sales of investments in debt securities of certain companies in the telecommunications industry and
impairments recorded on certain UnitedHealth Capital equity investments. The losses were partially
offset by capital gains on sales of investments in other debt securities.
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Medical Costs
The combination of pricing, benefit designs, consumer health care utilization and comprehensive care
facilitation efforts is reflected in the medical care ratio (medical costs as a percentage of premium revenues).

The consolidated medical care ratio decreased from 85.3% in 2001 to 83.0% in 2002. Excluding the
AARP business; the medical care ratio decreased by 250 basis points from 83.9% in 2001 to 81.4% in 2002.
Approximately 90 basis points of the medical care ratio decrease resulted from targeted withdrawals from
unprofitable risk-based arrangements with commercial customers using muitiple health benefit carriers
and a shift in commercial customer mix, with a larger percentage of premium revenues derived from our
small business customers. These employer groups typically have a lower medical care ratio, but carry higher
operating costs than larger customers. Additionally, the impact of withdrawals and benefit design changes
in certain Medicare markets pertaining to our Medicare+Choice offering improved the medical care ratio
by approximately 90 basis points. The balance of the decrease in the medical care ratio was primarily driven
by changes in product and business mix, care management activities and net premium rate increases that
exceeded overall medical benefit cost increases.

On an absolute dollar basis, consolidated medical costs increased by $548 million, or 3%, over 2001. This
increase principally resulted from a rise in medical costs of approximately 12%, or $2.1 billion, driven by the
combination of medical cost inflation and increased health care consumption. Partially offsetting this
increase, medical costs decreased by approximately $1.4 billion resulting from net reductions in the number
of people receiving benefits under our Medicare and commercial risk-based products. The balance of the
decrease in medical costs was driven primarily by changes in benefit designs in certain Medicare markets.

Operating Costs
The operating cost ratio (operating costs as a percentage of total revenues) was 17.5% in 2002, compared
with 17.0% in 2001. Changes in productivity and revenue mix affect the operating cost ratio. Our
fee-based products and services, which are growing at a faster rate than our premium-based products, have
much higher operating cost ratios than our premium-based products. In addition, our Medicare business,
which has relatively low operating costs as a percentage of revenues, has decreased in size relative to our
overall operations. Using a revenue mix comparable to 2001, the 2002 operating cost ratio would have
decreased by approximately 20 basis points, representing the equivalent of a $50 million
year-overyear reduction in operating costs. This decrease was principally driven by operating cost efficiencies
derived from process improvements, technology deployment and cost management initiatives, primarily in
the form of reduced labor and occupancy costs supporting our transaction processing and customer service,
billing and enrollment functions. The impact of these efficiencies was partially offset by the incremental costs
associated with the development, deployment, adoption and maintenance of new technology releases as well
as increased business self-insurance costs during 2002.

On an absolute dollar basis, operating costs increased by $408 million, or 10%, over 2001. This
increase was driven by a 7% increase in total individuals served by Health Care Services and Uniprise
during 2002, general operating cost inflation and the additional costs associated with acquired businesses.

1 Premium revenucs and medical costs from the AARP business were $3.7 billion and $3.4 billion, respectively, in 2002 and
$3.6 billion and $3.3 billion, respectively, in 2001. Underwriting gains or losses related to the AARP business are recorded as an
increase or decrease to a rate stabilization fund as described in Note 4 to the Consolidated Financial Statements.
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Depreciation and Amortization

Depreciation and amortization was $255 million in 2002 and $265 million in 2001. This decrease was due
10 $98 million of amortization expense in 2001 recorded for goodwill, which is no longer amortized in
2002 pursuant to FAS No. 142. This decrease was largely offset by $83 million of additional depreciation
and amortization resulting from higher levels of equipment and capitalized software as a result of

technology enhancements and business growth.

Income Taxes

Our effective income tax rate was 35.5% in 2002 and 38.0% in 2001, The decrease was primarily due to
the impact of non-tax-deductible goodwill amortization that is no longer amortized for financial
reporting purposes, as required by FAS No. 142. Assuming FAS No. 142 was effective during 2001, the
effective tax rate would have been approximately 36.0% during 2001.

BUSINESS SEGMENTS

The following summarizes the operating results of our business segments for the years ended December 31

{in millions):

REVENUES Percert
2002 2001 Change
Health Care Services $21,644 $ 90,494 6%
Uniprise 2,713 2,462 10%
Specialized Gare Services 1,509 1,254 20%
Ingenix 491 447 10%
Corporale and Eliminations (1,337) (1,203) nm
Consolidated Revenues $25,020 $ 23,454 7%
EARNINGS FROM OPERATIONS 2001 .
2002 Reporied Adjusted”
Health Care Services $ 1,336 $ 944 0§ 982
Uniprise 509 374 402
Specialized Care Services 286 214 220
Ingenix 55 48 69 (20%)
Total Operating Segments 2,186 1,580 1,675 3%
Corporate - (14) (14) nin
Consolidated Earnings From Operations $ 2,186 $ 1566 $ 1659 39%

nm — not meaningful

i Adjusted to exclude $93 million of amortization expense associated with goodwill. Pursuant to FAS No. 142, which we adopted
effective January 1, 2002, goodwill is no longer amortized. Where applicable, the percent change is cafculated comparing the 2002
resuits to the 2001 “Adjusted” results,
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Health Care Services

The Health Care Services segment consists of the UnitedHealthcare, Ovations and AmeriChoice businesses.
UnitedHealthcare coordinates network-based health and well-being services on behalf of local employers and
consumers. Ovations delivers health and well-being services for Americans age 50 and older. AmeriChoice
facilitates and manages health care services for state Medicaid programs and their beneficiaries.

Health Care Services posted record revenues of $21.6 billion in 2002, an increase of approximately
$1.2 billion, or 6%, over 2001. The increase in revenues primarily resulted from an increase of
approximately $1.2 billion in UnitedHealthcare’s commercial premium revenues. This was driven by
average net premium rate increases in excess of 13% on renewing commercial risk-based business,
partially offset by the effects of targeted withdrawals from unprofitable risk-based arrangements with
commercial customers using multiple health benefit carriers. Premium revenues from Medicaid
programs increased by $450 million in 9002, of which $240 million related to the acquisition of
AmeriChoice on September 30, 2002. Offsetting these increases, Medicare+Choice premium revenues
decreased by $850 million as a result of planned withdrawals and benefit design changes in certain
markets in response to insufficient Medicare program reimbursement rates. The balance of Health Care
Services’ revenue growth in 2002 includes a $240 million increase in Ovations’ revenues driven by an
increase in individuals served by both its Medicare supplement products provided to AARP members and
its Evercare business, and a $140 million increase in revenues from its Pharmacy Services business,
established in June 2001.

Health Care Services realized earnings from operations of $1.3 billion in 2002, an increase of
$392 million, or 42%, over 2001 on a reported basis, and an increase of $354 million, or 36%, over 2001
on a FAS No. 142 comparable reporting basis. This increase primarily resulted from improved gross
margins on UnitedHealthcare’s commercial risk-based products, revenue growth and operating cost
efficiencies derived from process improvements, technology deployment and cost management initiatives,
principally in the form of reduced labor and occupancy costs supporting transaction processing and
customer service, billing and enrollment functions. Health Care Services’ operating margin increased to
6.9% in 2002 from 4.6% on a reported basis and from 4.8% on a FAS No. 142 comparable reporting basis
in 2001. This increase was driven by a combination of an improved medical care ratio, productivity
improvements and a shift in product mix from risk-based products to higher-margin, fee-based products.

UnitedHealthcare’s commercial medical care ratio decreased by 230 basis points from 84.1% in 2001
to 81.8% in 2002. Approximately 130 basis points of the commercial medical care ratio decrease resulted
from targeted withdrawals from unprofitable risk-based arrangements with commercial customers using
multiple carriers and a shift in commercial customer mix, with a larger percentage of premium revenues
derived from small business customers. These employer groups typically have a lower medical care ratio,
but carry higher operating costs than larger customers. The balance of the decrease in the commercial
medical care ratio was primarily driven by changes in product mix, care management activities and net
premium rate increases that exceeded overall medical benefit cost increases.
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The number of individuals served by UnitedHealthcare’s commercial products increased by 230,000,
or 3%, during 2002. This included an increase of 410,000, or 18%, in the number of individuals served
with fee-based products, driven by new customer relationships and customers converting from risk-based
products during 2002, This increase was partially offset by a decrease of 180,000, or 3%, in individuals
served by risk-based products, driven by customers converting to self-funded, fee-based arrangements
and UnitedHealthcare’s targeted withdrawal of risk-based product offerings from unprofitable arrangements
with customers using multiple health benefit carriers.

UnitedHealthcare’s year-overyear Medicare enrollment decreased 35% because of market withdrawals and
benefit design changes. These actions were taken in response to insufficient Medicare program reimbursement
rates in specific counties and were intended to preserve profit margins and better position the Medicare program
for long-term success. UnitedHealthcare will continue to evatuate Medicare markets and, where necessary, take
actions that may result in further withdrawals of Medicare product offerings or reductions in enrollment, when
and as permitted by its contracts with CMS (Centers for Medicare and Medicaid Services).

UnitedHealthcare’s year-over-year Medicaid enrollment increased by 390,000, largely due to the
acquisition of AmeriChoice on September 30, 2002, which served approximately 360,000 individuals as of
the acquisition date.

The following table summarizes individuals served, by major market segment and funding
arrangement, as of December 31"

(in thousands) 2002 2001

Commercial
Risk-Based 5,070 5,250
Fee-Based 2,715 2,305
Total Commercial : 7,785 7,555
Medicare 225 345
Medicaid 1,030 640
Total Government Programs 1,255 985
Total 9,040 8,540

! Excludes individuals sexrved by Ovations’ Medicare supplement products provided 1o AARP members.

Uniprise

Uniprise provides health and well-being access and services, business-to-business transaction processing
services, consumer connectivity and technology support services to large employers and health plans.
Uniprise revenues were $2.7 billion in 2002, up $251 million, or 10%, over 2001. This increase was driven
primarily by an 8% increase in Uniprise’s customer base. Uniprise served 8.6 million individuals as of
December 31, 2002, and 8.0 million individuals as of December 31, 2001.

Uniprise earnings from operations grew by $135 million, or 36%, over 2001 on a reported basis, and by
$107 million, or 27%, over 2001 on a FAS No. 142 comparable reporting basis. Operating margin improved
10 18.8% in 2002 from 15.2% on a reported basis and from 16.3% on a FAS No. 142 comparable reporting
basis in 2001. Uniprise has expanded its operating margin through operating cost efficiencies derived from
process improvements, technology deployment and cost management initiatives, primarily in the form of
reduced labor and occupancy costs supporting its transaction processing and customer service, billing and
enrollment functions. Additionally, Uniprise’s infrastructure can be scaled efficiently, allowing its business to
grow revenues at a proportionately higher rate than the associated growth in operating expenses.
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Specialized Care Services
Specialized Care Services is a portfolio of health and well-being businesses, each serving a specialized
market need with a unique blend of benefits, networks, services and resources. Specialized Care Services
had revenues of $1.5 billion in 2002, an increase of $255 million, or 20%, over 2001. This increase was
principally driven by $140 million of revenue growth from Spectera, its vision care benefits business
acquired in October 2001, and an increase in the number of individuals served by United Behavioral
Health, its mental health benefits business, and Dental Benefit Providers, its dental services business.
Earnings from operations reached $286 million in 2002, an increase over 2001 of $72 million, or 34%, on
a reported basis and $66 million, or 30%, on a FAS No. 142 comparable reporting basis. Specialized Care
Services’ operating margin increased to 19.0% in 2002, up from 17.1% on a reported basis and from 17.5%
on aFAS No. 142 comparable reporting basis in 2001. This increase was driven by operational and productvity
improvements, partially offset by a shifting business mix toward higher revenue, lower margin products. With
the continuing growth of this segment, we have begun consolidating production and service operations to a
segmentwide service and production infrastructure to improve service quality and consistency and enhance
productivity and efficiency.

Ingenix
Ingenix is an international leader in the field of health care data analysis and application, serving
pharmaceutical companies, health insurers and other payers, health care providers, large employers and
governments. Revenues were $491 million in 2002, an increase of $44 million, or 10%, over 2001. This
was the result of strong new business growth in the health information business and revenues from
acquired businesses, partially offset by reduced revenues in the pharmaceutical services business.
Earnings from operations were $55 million, up $7 million, or 15%, over 2001 on a reported basis, and down
$14 million, or 20%, from 2001 on a FAS No. 142 comparable reporting basis. Operating margin was 11.2% in
2002, up from 10.7% in 2001 on a reported basis, and down from 15.4% on 2 FAS No. 142 comparable reporting
basis. The reduction in earnings from operations and operating margin on a FAS No. 142 comparable
reporting basis was due to cancellations and delays of certain clinical research trials by pharmaceutical clients,
which have been affected by weak industry-specific conditions. This reduction was partially offset by strong

business growth and slighty expanding margins in the health information business.

Corporate

Corporate includes costs for certain company-wide process improvement initiatives, net expenses from
charitable contributions to the United Health Foundation and climinations of intersegment transactions.
The decrease in corporate expenses of $14 million from 2001 to 2002 reflects the completion during 2001
of certain company-wide process improvement initiatives.
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2001 RESULTS COMPARED TO 2000 RESULTS

CONSOLIDATED FINANCIAL RESULTS

Revenues

Consolidated revenues increased by 11% in 2001 to $23.5 billion. Strong and balanced growth across all
business segthents was partially offset by the impact of planned exits in 2000 from UnitedHealthcare’s
commercial businesses in the Pacific Coast region, the withdrawal of its Medicare+Choice product
offering from targeted counties and the closure of Uniprise’s Medicare fiscal intermediary operations.

Following is a discussion of 2001 consolidated revenue trends for each revenue component.

Premium Revenues Consolidated premium revenues in 2001 totaled $20.7 billion, an increase of $1.8 billion,
or 9%, compared with 2000. This increase was primarily driven by average net premium rate increases in
excess of 13% on UnitedHealthcare’s renewing commercial risk-based business, partially offset by the impact
of business and market exits.

Service Revenues Service revenues in 2001 totaled $2.5 billion, an increase of $526 million, or 27%, over
9000. The overall increase in service revenues was primarily the result of 20% growth in Uniprise’s customer

base, growth in UnitedHealthcare’s fee-based business, and establishment of the Ovations Pharmacy
Services business in June 2001.

Investment and Other Income Investment and other income in 2001 totaled $281 million, an increase
of $49 million over 2000. Lower interest yields on investments in 2001 compared with 2000 were substantially
offset by the impact of increased levels of cash and fixed-income investments in 2001. Net realized capital
gains in 2001 were $11 million, compared to net realized capital losses of $34 million in 2000.

Medical Costs
The consolidated medical care ratio decreased from 85.4% in 2000 to 85.3% in 2001. Excluding the
AARP business, the medical care ratio was 83.9% in both 2000 and 2001, as net premium rate increases
were generally well matched with increases in medical benefit costs.

On an absolute dollar basis, medical costs increased $1.5 billion, or 9%, over 2000. The increase was
driven by medical cost inflation, increased health care consumption patterns, benefit changes and
product mix changes.
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Operating Costs

The operating cost ratio was 17.0% in 2001, compared with 16.7% in 2000. Changes in productivity and
revenue mix affect the operating cost ratio. For many of our faster-growing businesses, most direct costs of
revenue are included in operating costs, not medical costs. Using a revenue mix comparable to 2000, the
2001 operating cost ratio would have decreased by approximately 70 basis points. This decrease was
principally driven by operating cost efficiencies derived from process improvements, technology
deployment and cost management initiatives, primarily in the form of reduced labor and occupancy costs
supporting our transaction processing and customer service, billing and enrollment functions.
Additionally, because our infrastructure can be scaled efficiently, we have been able to grow revenuesata
proportionately higher rate than associated expenses.

On an absolute dollar basis, operating costs increased by $459 million, or 13%, over 2000. This increase
reflected additional costs to support product and technology development initiatives, general operating
cost inflation and the 10% increase in individuals served by Health Care Services and Uniprise in 2001.
These increases were partially offset by productivity and technology improvements discussed above.

Depreciation and Amortization

Depreciation and amortization was $265 million in 2001 and $247 million in 2000. This increase resulted
primarily from higher levels of capital expenditures to support business growth and technology
enhancements, as well as the amortization of goodwill and other intangible assets related to acquisitions.

Income Taxes

The 2000 income tax provision includes nonrecurring tax benefits primarily related to the contribution
of UnitedHealth Capital investments to the United Health Foundation. Excluding nonrecurring tax
benefits, our effective income tax rate was 38.0% in 2001 and 37.5% in 2000.

BUSINESS SEGMENTS
The following summarizes the operating results of our business segments for the years ended December 31
(in millions):

REVENUES Percent
2001 2000 Change

Health Care Services $ 20,494 $ 18,696 10%
Uniprise 2,462 2,140 15%
Specialized Care Services 1,254 974 29%
Ingenix 447 375 19%
Corporate and Eliminations (1,203) (1,063) nm
Consolidated Revenues $ 93,454 $ 21,122 11%
EARNINGS FROM OPERATIONS Petcent
2001 2000 Change

Health Care Services $ 944 $ 739 28%
Uniprise 374 289 29%
Specialized Care Services 214 174 23%
Ingenix 48 32 50%
Total Operating Segments 1,580 1,2%4 28%
Corporate (14) (34) nm
Consolidated Earnings From Operations $ 1,566 $ 1,200 31%

nm — not meaningful
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Health Care Services

The Health Care Services segment posted revenues of $20.5 billion in 2001, an increase of $1.8 billion,
or 10%, over 2000. This increase resulted from average net premium rate increases in excess of 13% on
UnitedHealthcare’s renewing commercial risk-based business, partially offset by the impact of
UnitedHealthcare's targeted exits in 2000 from its commerciai businesses in the Pacific Coast region
and the withdrawal of its Medicare+Choice product offering from certain counties.

Health Care Services had earnings from operations of $944 million in 2001, an increase of $205 million,
or 928%, over 2000. This increase resulted from revenue growth and stable gross margins on
UnitedHealthcare's commercial business and operating cost efficiencies from process improvement,
technology deployment and cost management initiatives. Health Care Services’ operating margin increased
16 4.6% in 2001 from 4.0% in 2000, driven by the productivity improvements described above and a shift in
product mix from risk-based products to higher-margin, fee-based products.

UnitedHealthcare's commercial medical care ratio remained flat compared with 2000 at 84.1%, as
net premium rate increases were generally well matched with increases in overall medical benefit costs.

The number of individuals served by UnitedHealthcare commercial products increased by 135,000, or 2%,
during 2001. This included an increase of 380,000 in the number of individuals served with fee-based products asa
result of customers converting from risk-based products and new customer relationships established in 2001. This
increase was partially offset by 2 245,000 decrease in individuals served by risk-based products, driven by customers
converting to selffunded, fee-based arrangements and UnitedHealthcare’s targeted withdrawal of its risk-based
product offerings from unprofitable arrangements with customers using multiple health benefit carriers.

UnitedHealthcare’s year-over-year Medicare enrollment decreased by 15% in 2001 because of targeted
market withdrawals and benefit design changes in response to insufficient Medicare program
reimbursement rates.

The following table summarizes individuals served, by major market segment and funding arrangement,
as of December 31"

{in thousands) 2001 2000

Commercial
Risk-Based 5,250 5,495
Fee-Based 2,305 1,925
Total Commercial 7,555 7,420
Medicare 345 405
Medicaid 640 550
Total Government Programs 985 955
Total 8,540 8,375

1 Excludes individuals served by Ovations’ Medicare supplement products provided to AARP members.

Uniprise .

Uniprise revenues were $2.5 billion in 2001, up $322 million, or 15%, over 2000. This increase was driven
primarily by continued growth in Uniprise’s customer base, which had a 20% increase in the number of
individuals served. Uniprise served 8.0 million individuals as of December 31, 2001, and 6.7 million
individuals as of December 31, 2000. Uniprise’s earnings from operations grew by $85 million, or 29%,
over 2000 as a result of the increased revenues. The operating margin improved to 15.2% in 2001 from
13.5% in 2000. As revenues have increased, Uniprise has expanded its operating margin by improving
productivity through process improvement initiatives and deployment of technology. Additionally,
Uniprise’s infrastructure can be scaled efficiendy, allowing its business to grow revenues ata proportionately
higher rate than the associated growth in operating expenses.
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Specialized Care Services

Specialized Care Services had revenues of $1.3 billion in 2001, an increase of $280 million, or 29%, over 2000.
This increase was driven primarily by an increase in the number of individuals served by United Behavioral
Health, and an increase in specialized services purchased by customers of Uniprise and UnitedHealthcare.
Earnings from operations reached $214 million in 2001, an increase of 23% over 2000. Specialized Care
Services’ operating margin decreased from 17.9% in 2000 to 17.1% in 2001. The decrease in operating
margin was the result of a shifting product mix, with a larger percentage of revenues coming from businesses
with higher revenues per individual served and lower percentage operating margins.

Ingenix

Revenues were $447 million in 2001, an increase of $72 million, or 19%, over 2000. This increase
reflected growth in both the health information and pharmaceutical services businesses. Earnings from
operations were $48 million, up 50% over 2000. Operating margin increased to 10.7% in 2001 from 8.5%
in 2000, principally as a result of revenue growth and improved productivity.

Corporate
The decrease of $20 million in 2001 corporate expenses reflected lower company-wide process

improvement expenses in 2001 compared to 2000, as certain process improvement initiatives were
completed in 2001.

FINANCIAL CONDITION AND LIQUIDITY AT DECEMBER 31, 2002

LIQUIDITY

We manage our cash, investments and capital structure so we are able to meet the short- and long-term
obligations of our business while maintaining financial flexibility and liquidity. We forecast, analyze and
monitor our cash flows to enable prudent investment and financing within the confines of our financial
strategy, such as our self-imposed limit of 30% on our debt-to-total-capital ratio (calculated as the sum of
commercial paper and debt divided by the sum of commercial paper, debtand shareholders’ equity).

A majority of the assets held by our regulated subsidiaries arc in the form of cash, cash equivalents and
investments. After considering expected cash flows from operating activities, we generally invest monies of
regulated subsidiaries that exceed our near-term obligations in longer term, investment grade marketable
debt securities, to improve our overall investment return. Factors we consider in making these investment
decisions include our board of directors’ approved investment policy, regulatory limitations, return objectives,
tax implications, risk tolerance and maturity dates. Our long-term investments are also available for sale to
meet short-term liquidity and other needs. Monies in excess of the capital needs of our regulated entities are
paid to their non-regulated parent companies, typically in the form of dividends, for general corporate use,
when and as permitted by applicable regulations.

Our non-regulated businesses also generate significant cash from operations. Also, we issue long-term
debt and commercial paper with staggered maturity dates and have available credit facilities. These
additional sources of liquidity allow us to maintain further operating and financial flexibility. Because of
this flexibility, we typically maintain low cash and investment balances in our non-regulated companies.
Cash in these entities is generally used to reinvest in our businesses in the form of capital expenditures, to
expand the depth and breadth of our services through business acquisitions, and to repurchase shares of
our common stock, depending on market conditions.
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Cash generated from operating activities, our primary source of liquidity, is principally from net earnings,
excluding depreciation and amortization. As a result, any future decline in our profitability may have a negative
impact on our liquidity. The availability of financing in the form of debt or equity is influenced by many factors,
including our profitability, operating cash flows, debt levels, debt ratings, contractual restrictions, regulatory
requirements and market conditions. We believe that our strategies and actions toward maintaining financial
flexibility mitigate much of this risk.

CASH AND INVESTMENTS

During 2002, we generated cash from operations of more than $2.4 billioﬁ, an increase of $579 million,
or 31%, over 2001. The increase in operating cash flows primarily resulted from an increase of $429 million
in net earnings excluding depreciation and amortization expense.

We maintained a strong financial condition and liquidity position, with cash and investments of
$6.3 billion at Decernber 31, 2002. Total cash and investments increased by $631 million since December 31,2001,
primarily resulting from strong cash flows from operations and acquisitions requiring maintenance of
incremental regulated capital, partially offset by common stock repurchases, capital expenditures and
business acquisitions.

As further described under “Regulatory Capital and Dividend Restrictions,” many of our subsidiaries
are subject to various government regulations that restrict the timing and amount of dividends and other
distributions that may be paid to their parent companies. At December 31, 2002, approximately
$280 million of our $6.3 billion of cash and investments was held by non-regulated subsidiaries. Of this
amount, approximately $130 million was available for general corporate use, including acquisitions and
share repurchases. The remaining $150 million consists primarily of public and non-public equity securities
held by UnitedHealth Capital, our investment capital business.

FINANCING AND INVESTING ACTIVITIES

We use commercial paper and debt to maintain adequate operating and financial flexibility. As of
December 31, 2002 and 2001, we had commercial paper and debt outstanding of $1.8 billion and
$1.6 billion, respectively. Our debt-to-total-capital ratio was 28.5% and 28.9% as of December 31, 2002
and 2001, respectively. We expect to maintain our debt-to-total-capital ratio between 25% and 30%.
Within this range, we believe our cost of capital and return on shareholders’ equity are optimized, while
maintaining a prudent level of leverage and liquidity.

In January 2002, we issued $400 million of 5.2% fixed-rate notes due January 2007. We used proceeds
from this borrowing to repay commercial paper and for general corporate purposes, including working
capital, capital expenditures, business acquisitions and share repurchases. When we issued these notes,
we entered into short-term LIBOR-based (London Interbank Offered Rate) variabie interest rate swap
agreements for $200 million of the above notes. At December 31, 2002, the rate used to accrue interest
expense on these swaps was approximately 1.4%.

As of December 31, 2002, we had outstanding commercial paper of $461 million and current
maturities of long-term debt of $350 million. We intend to issue new term debt or commercial paper
during 2003, as necessary, to finance the repayment of these obligations. As noted below, we believe that
we have sufficient flexibility to obtain additional financing in the public or private markets.
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We have credit arrangements for $900 million that support our commercial paper program. These
credit arrangements include a $450 million revolving facility that expires in July 2005, and a $450 million,
364-day facility that expires in July 2003. We also have the capacity o issue approximately $200 million
of extendible commercial notes (ECNs). As of December 31, 2002 and 2001, we had no amounts
outstanding under our credit facilities or ECNs.

Our debt arrangements and credit facilities contain various covenants, the most restrictive of which
require us to maintain a debtto-total-capital ratio below 45% and to exceed specified minimum interest
coverage levels. We are in compliance with the requirements of all debt covenants.

Our senior debt is rated “A” by Standard & Poor’s (S&P) and Fitch, and “A3” by Moody’s. Our
commercial paper and ECN programs are rated “A-1” by S&P, “F-1” by Fitch, and “P-2” by Moody’s.
Consistent with our intention of maintaining our senior debt ratings in the “A” range, we intend to maintain
our debt-to-totalcapital ratio at 30% or less. A significant downgrade in our debt and commercial paper
ratings would likely adversely affect our borrowing capacity and costs.

The remaining issuing capacity of all securities covered by our S-3 shelf registration statement (for
common stock, preferred stock, debt securities and other securities) is $450 million. We may publicly offer
such securities from time to time at prices and terms to be determined at the time of offering. We also have an
S-4 acquisition shelf registration statement under which we have remaining issuing capacity of approximately
5.6 million shares of our common stock in connection with acquisition activities.

During 2002 and 2001, we invested $419 million and $425 million, respectively, in property, equipment,
capitalized software and information technology hardware. These investments were made to support
business growth, operational and cost efficiencies, service improvements and technology enhancements.

Effective September 30, 2002, we acquired AmeriChoice Corporation (AmeriChoice), a leading
organization engaged in facilitating health care benefits and services for Medicaid beneficiaries in the
states of New York, New Jersey and Pennsylvania. We are integrating our existing Medicaid business with
AmeriChoice, creating efficiencies from the consolidation of health care provider networks, technology
platforms and operations. We issued 5.3 million shares of our common stock with a fair value of
approximately $480 miliion in exchange for 98.5% of the outstanding AmeriChoice common stock. We
issued vested stock options with a fair value of approximately $15 million in exchange for outstanding
stock options held by AmeriChoice employees, and we paid cash of approximately $82 million, mainly to
pay off existing AmeriChoice debt. We will acquire the remaining minority interest after five years at a value
based on a multiple of the earnings of the combined Medicaid business. We have the option.to acquire the
minority interest at an earlier date if specific events occur, such as the termination or resignation of key
AmeriChoice employees.
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Under our board of directors’ authorization, we maintain a common stock repurchase program.
Repurchases may be made from time to time at prevailing prices, subject to certain restrictions on volume,
pricing and timing. During 2002, we repurchased 22.3 million shares at an aggregate cost of approximately
$1.8 billion. As of December 31, 2002, we had board of directors’ authorization to purchase up to an
additional 16.5 million shares of our common stock.

As a limited part of our share repurchase activities, we had entered into purchase agreements with an
independent third party to purchase shares of our common stock at various times and prices. In May 2002,
the share purchase agreements were terminated, and we elected to receive shares of our common stock
from the third party as settlement consideration. The favorable settlement amount was not material and
was recorded through additional paid-in capital. We currently have no outstanding purchase agreements
with respect to our common stock. )

On February 11, 2003, the board of directors approved an annual dividend for 2003 of $0.03 per share.
The dividend will be paid on April 17, 2003, to sharcholders of record at the close of business on April 1, 2003.

CONTRACTUAL OBLIGATIONS AND COMMITMENTS
The following table summarizes future obligations due by period as of December 31, 2002, under our debt
agreements, lease obligations and other commercial commitments (in millions):

2003 2004 to 2005 2006 1o 2007 Thereafter Total

Debt and Commercial Paper! $ 811 $ 550 $ 400 $ - $1,761
Operating Leases 109 179 142 190 620
Unconditional Purchase Obligations® 40 44 17 - 101
Total Contractual Obligations $ 960 $ 773 $ 559 $ 190 $ 2,482

I Debe payments could be accelerated upon violadon of debt covenants. We believe the likelihood of a debt covenant violation is remote.

2 Amounts represent minimum purchase commitments uander existing service agreements.

Currently, we do not have any other material definitive commitments that require cash resources; however,
we continually evaluate opportunities to expand our operations. This includes internal development of
new products, programs and technology applications and may include acquisitions.

AARP

In January 1998, we initiated a 10-year contract to provide insurance products and services to members of AARP.
Under the terms of the contract, we are compensated for transaction processing and other services as well as for
assuming underwriting risk. We are also engaged in product development activities to complement the
insurance offerings under this program. Premium revenues from our portion of the AARP insurance offerings
were approximately $3.7 billion in 2002, $3.6 billion in 2001 and $3.5 billion in 2000.

The underwriting gains or losses related to the AARP business are recorded as an increase or decrease
to a rate stabilization fund (RSF), which is reported in Other Policy Liabilities in the accompanying
Consolidated Balance Sheets. The company is at risk for underwriting losses to the extent cumulative net
losses exceed the balance in the RSF. We may recover RSF deficits, if any, from gains in future contract
periods. To date, we have not been required to fund any underwriting deficits. We believe the RSF balance
is sufficient to cover potential future underwriting or other risks associated with the contract.

The effects of changes in balance sheet amounts associated with the AARP program accrue to AARP
policyholders through the RSF balance. Accordingly, we do not include the effect of such changes in our
Consolidated Statements of Cash Flows.
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REGULATORY CAPITAL AND DIVIDEND RESTRICTIONS

We conduct a significant portion of our operations through companies that are subject to standards
established by the National Association of Insurance Commissioners (NAIC). These standards, among other
things, require these subsidiaries to maintain specified levels of statutory capital, as defined by each state, and
restrict the timing and amount of dividends and other distributions that may be paid to their parent
companies. Generally, the amount of dividend distributions that may be paid by a regulated subsidiary,
without prior approval by state regulatory authorities, is limited based on the entity’s level of statutory net
income and statutory capital and surplus. The agencies that assess our creditworthiness also consider capital
adequacy levels when establishing our debt ratings. Consistent with our intent to maintain our senior debt
ratings in the “A” range, we maintain an aggregate statutory capital level for our regulated subsidiaries thatis
significantly higher than the minimum level regulators require. As of December 31, 2002, our regulated
subsidiaries had aggregate statutory capital of approximately $2.5 billion, which is significantly more than the
aggregate minimuin regulatory requirements.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Critical accounting policies are those policies that require management to make the most challenging,
subjective or complex judgments, often because they must estimate the effects of matters that are
inherently uncertain and may change in subsequent periods. Critical accounting policies involve
judgments and uncertainties that are sufficiently sensitive to result in materially different results under
different assumptions and conditions. We believe our most critical accounting policies are those
described below. For a detailed discussion of these and other accounting policies, see Note 2 to the
Consolidated Financial Statements.

REVENUES

Revenues are principally derived from health care insurance premiums. We recognize premium revenues
in the period eligible individuals are entitled to receive health care services. Customers are typically billed
monthly at a contracted rate per eligible person multiplied by the total number of people eligible to
receive services, as recorded in our records. Employer groups generally provide us with changes to their
eligible population one month in arrears. Fach billing includes an adjustment for prior month changes in
eligibility status that were not reflected in our previous billing. We estimate and adjust the current period’s
revenues and accounts receivable accordingly. Our estimates are based on historical trends, premiums
billed, the level of contract renewal activity and other relevant information. We also estimate the amount
of uncollectible receivables each period and record valuation allowances based on historical collection
rates, the age of unpaid amounts, and information about the creditworthiness of the customers. We revise
estimates of revenue adjustments and uncollectible accounts receivable each period, and record changes
in the period they become known.
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MEDICAL COSTS

A substantial portion of our medical costs payable is based on estimates, which include estimates for the
costs of health care services eligible individuals have received under risk-based arrangements but for
which claims have not yet been submitted, and estimates for the costs of claims we have received but have
not yet processed. We develop medical costs payable estimates using consistently applied actuarial
methods based on historical claim submission and payment data, cost wrends, utilization of health care
services, contracted service rates, customer and product mix, and other relevant factors.

Over time, as actual claim costs and more current information become available, our estimated liability
for medical costs payable develops either favorably, with revised payable estimates less than originally
reported medical costs payable, or unfavorably, with revised payable estimates more than originally reported
medical costs payable. We include the impacts of changes in estimates in the operating results of the period
in which we identify the changes.

Each period, our operating results include the effects of revisions in estimates related to all prior
periods, based on actual claims processed and paid. Changes in estimates may relate to the prior fiscal
year or to prior quarterly reporting periods within the same fiscal year. Changes in estimates for prior
quarterly reporting periods within the same fiscal year have no impact on total medical costs reported for
that fiscal year. In contrast, changes in medical costs payable estimates for prior fiscal years that are
identified in the current year affect total medical costs reported for the current fiscal year.

Our medical costs payable estimates as of December 31, 2001, 2000 and 1999 each developed favorably
in the subsequent fiscal year by approximately $70 million, $30 million and $15 million, respectively,
representing earnings from operations of 3.2% in 2002, 1.9% in 2001 and 1.3% in 2000. Favorable
development of prior year medical costs payable estimates represented 0.5%, 0.2%, and 0.1% of medical
costs in 2002, 2001 and 2000, respectively, and 2.7%, 1.2%, and 0.7% of medical costs payable as of
December 31, 2001, 2000, and 1999, respectively. Management does not believe the changes in medical
costs payable estimates described above were significant in relation to earnings from opera'tions,
medical costs or medical costs payable. Amounts related to the AARP business were excluded from these
calculations since the underwriting gains and losses associated with this business are recorded as an
increase or decrease to a rate stabilization fund. For additional information regarding the components
of the change in medical costs payable for the years ended December 31, 2002, 2001 and 2000, see
Note 7 of the consolidated financial statements.

Our estimate of medical costs payable represents management’s best estimate of the company’s liability
for unpaid medical costs as of December 31, 2002, developed using consistently applied actuarial methods.
Management believes the amount of medical costs payable is reasonable and adequate to cover the
company’s liability for unpaid claims as of December 31, 2002; however, actual claim payments may differ
from established estimates. Assuming a hypothetical 1% difference between our December 31, 2002
estimates of medical costs payable and actual costs payable, excluding the AARP business, 2002 earnings
from operations would increase or decrease by approximately $28 million and basic and diluted net
earnings per common share would increase or decrease by approximately $0.06 per share.
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INVESTMENTS

As of December 31, 2002, we had approximately $5.2 billion of investments, primarily held in marketable
debt securities. Our investments are principally classified as available for sale and are recorded at fair
value. We exclude unrealized investment gains and losses from earnings and report them togetherasa
separate component in sharcholders’ equity. We continually monitor the difference between the cost and
fair value of our investments. If any of our investments expericnce a decline in fair value that is determined
to be other than temporary, based on analysis of relevant factors, we record a realized loss in our
Consolidated Statement of Operations. Management judgment is involved in evaluating whether a decline
in an investment’s fair value is other than temporary. New information and the passage of time can change
these judgments. We revise impairment judgments when new information becomes known, and record
any resulting impairment charges at that time. We manage our investment portfolio to limit our exposure
to any one issuer or industry, and largely limit our investments to U.S. Government and Agency securities,
state and municipal securities, and corporate debt obligations that are investment grade.

LONG-LIVED ASSETS

As of December 31, 2002 and 2001, we had long-lived assets, including goodwill, other intangible assets,
and property, equipment and capitalized software, of $4.4 billion and $3.6 billion, respectively. We review
these assets for events and changes in circumstances that would indicate we might not recover their
carrying value. In assessing the recoverability of our long-lived assets, we must make assumptions regarding
estimated future utility and cash flows and other internal and external factors to determine the fair value
of the respective assets. If these estimates or their related assumptions change in the future, we may be
required to record impairment charges for these assets.

CONTINGENT LIABILITIES

Because of the nature of our businesses, we are routinely involved in various disputes, legal proceedings and
governmental audits and investigations. We record liabilities for our estimates of the probable costs
resulting from these matters. Our estimates are developed in consultation with outside legal counsel and
are based upon an analysis of potential results, assuming a combination of litigation and settlement
strategies and considering our insurance coverages, if any, for such matters. We do not believe any matters
currently threatened or pending will have a material adverse effect on our consolidated financial position
or results of operations. It is possible, however, that future resuits of operations for any particular quarterly
or annual period could be materially affected by changes in our estimates or assumptions.
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INFLATION

The current national health care cost inflation rate significantly exceeds the general inflation rate. Weuse
various strategies to lessen the effects of health care cost inflation. This includes setting commercial
premiums based on anticipated health care costs and coordinating care with physicians and other health
care providers. Through contracts with physicians and other health care providers, we emphasize
preventive health care, appropriate use of health care services consistent with clinical performance
standards, education and closing gaps in care.

We believe our strategies to mitigate the impact of health care cost inflation on our operating results
have been and will continue to be successful. However, other factors including competitive pressures,
new health care and pharmaceutical product introductions, demands from physicians and other health
care providers and consumers, major epidemics, and applicable regulations may affect our ability
to control the impact of health care cost inflation. Because of the narrow operating margins of our
risk-based products, changes in medical cost trends that were not anticipated in establishing premium
rates can create significant changes in our financial results.

LEGAL MATTERS

Because of the nature of our businesses, we are routinely party to a variety of legal actions related to the
design, management and offerings of our services. We record liabilities for our estimates of probable costs
resulting from these matters. These matters include, but are not limited to: claims relating to health care
benefits coverage; medical malpractice actions; contract disputes; and claims related to disclosure of certain
business practices. Following the events of September 11, 2001, the cost of business insurance coverage
increased significantly. As a result, we have increased the amount of risk that we self-insure, particularly with
respect to routine matters incidental to our business.

In 1999, a number of class action lawsuits were filed against us and virtually all major entities in the
health benefits business. The suits are purported class actions on behalf of certain customers and physicians
for alleged breaches of federal statutes, including the Employee Retirement Income Security Act of 1974, as
amended (ERISA), and the Racketeer Influenced Corrupt Organization Act (RICO).

Although the results of pending litigation are always uncertain, we do not believe the results of any
such actions, currently threatened or pending, including those described above, will, individually or in

aggregate, have a material adverse effect on our consolidated financial position ot results of operations.
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QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Market risk represents the risk of changes in value ofa financial instrument caused by changes in interest
rates and equity prices.

Approximately $6.2 billion of our cash and investments at December 31, 2002 was invested in fixed
income securities. We manage our investment portfolio within risk parameters approved by our board of
directors; however, our fixed income securities are subject to the effects of market fluctuations in interest
rates. Assuming a hypothetical and immediate 1 % increase or decrease in interest rates applicable to our
fixed income portfolio at December 31, 2002, the fair value of our fixed income investments would
decrease or increase by approximately $205 million.

At December 31, 2002, our UnitedHealth Capital business had approximately $150 million of equity
investments primarily in various public and non-public companies concentrated in the areas of health
care delivery and related information technologies. Market conditions that affect the value of health care
or technology stocks will likewise impact the value of our equity portfolio.

CONCENTRATIONS OF CREDIT RISK

Investments in financial instruments such as marketable securities and accounts receivable may subject
UnitedHealth Group to concentrations of credit risk. Our investments in marketable securities are
managed under an investment policy authorized by our board of directors. This policy limits the
amounts that may be invested in any one issuer and generally limits our investments to U.S.
Government and Agency securities, state and municipal securities and corporate debt obligations that
are investment grade. Concentrations of credit risk with respect to accounts receivable are limited due
to the large number of employer groups that constitute our customer base. As of December 31, 2002,
there were no significant concentrations of credit risk.
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CAUTIONARY STATEMENT REGARDING “FORWARD-LOOKING” STATEMENTS

The statements contained in Results of Operations and other sections of this annual report to shareholders
include forward-looking statements within the meaning of the Private Securities Litigation Reform Act of
1995 (PSLRA). When used in this report, the words and phrases “believes,” “anticipates,” “intends,” “will
likely result,” “estimates,” “projects” and similar expressions are intended to identify such forward-looking
statements. Any of these forward-looking statements involve risks and uncertainties that may cause the
company’s actual results to differ materially from the results discussed in the forward-looking statemenis.
Statements that are not strictly historical are “forward-looking” and known and unknown risks may cause
actual results and corporate developments to differ materially from those expected. Except to the extent
otherwise required by federal securities laws, we do not undertake to address or update each statement in
future filings or communications regarding our business or results, and do not undertake to address how any
of these factors may have caused results to differ from discussions or information contained in previous filings
or communications. [n addition, any of the matters discussed in this annual report may have affected our past
as well as current forward-looking statements about future results. Any or all forward-looking statements in this
reportand in any other public statements we make may turn out to be inaccurate or false. They can be affected
by inaccurate assumptions we might make or by known or unknown risks and uncertainties.

Many factors discussed below will be important in determining future results. Consequently, no
forward-looking statement can be guaranteed. Actual future results may vary materially from those
expressed in our prior communications. Factors that could cause resuits and developments to differ
materially from expectations include, without limitation, (a) increases in medical costs that are higher
than we anticipated in establishing our premium rates, including increased consumption of or costs of
medical services; (b) increases in costs associated with increased litigation, legislative activity and
government regulation and review of our industry, including costs associated with compliance with
proposed legislation related to the Patients’ Bill of Rights, e-commerce activities and consumer privacy
issues; (c) heightened competition as a result of new entrants into our market, mergers and acquisitions
of health care companies and suppliers, and expansion of physician or practice management companies;
(d) failure to maintain effective and efficient information systems, which could result in the loss of
existing customers, difficulties in attracting new customers, difficulties in determining medical costs
estimates and establishing appropriate pricing, customer and physician and health care provider
disputes, regulatory violations, increases in operating costs or other adverse consequences; (e) events
that may negatively affect our contract with AARP, including any failure on our part to service AARP
customers in an effective manner and any adverse events that directly affect AARP or its business
partners; (f) medical cost increases or benefit changes associated with our remaining Medicare+Choice
operations; (g) significant deterioration in customer retention; (h) violations of debt covenants ora
significant downgrade in our debt ratings; (i) our ability to execute contracts on favorable terms with
physicians, hospitals and other service providers, and (j) significant deterioration in economic conditions,
including the effects of acts of terrorism, particularly bioterrorism, or major epidemics. A further listand
description of these risks, uncertainties and other matters can be found in our annual report on Form 10-K
for the year ended December 31, 2002, and in our periodic reports on Forms 10-Q and 8-K.
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CONSOLIDATED STATEMENTS OF OPERATIONS

For the Year Ended December 31,

{in millions, except per share data) 2002 2001 2000
REVENUES
Premiums $ 21,906 $ 20,683 $ 18,926
Services 2,894 2,490 1,964
Investment and Other Income 220 281 232
Total Revenues 25,020 23,454 21,122
" MEDICAL AND OPERATING COSTS
Medical Costs 18,192 17,644 16,155
Operating Costs 4,387 3,979 3,520
Depreciation and Amortization 255 265 247
Total Medical and Operating Costs 22,834 21,888 19,922
EARNINGS FROM OPERATIONS 2,186 1,566 1,200
Gain on Disposition of UnitedHealth Capital Investments - - 27
Interest Expense (90) (94) (72)
EARNINGS BEFORE INCOME TAXES 2,096 1,472 1,155
Provision for Income Taxes (744) (559) (419)
NET EARNINGS $ 1,352 $ 913 $ 736
BASIC NET EARNINGS PER COMMON SHARE $ 446 $ 292 $ 227
DILUTED NET EARNINGS PER COMMON SHARE $§ 425 $ 279 $ 219
BASIC WEIGHTED-AVERAGE NUMBER OF COMMON SHARES
OUTSTANDING 303.4 312.4 324.2
DILUTIVE EFFECT OF OUTSTANDING STOCK OPTIONS 14.7 14.4 12.3
WEIGHTED-AVERAGE NUMBER OF COMMON SHARES OUTSTANDING
ASSUMING DILUTION 318.1 326.8 336.5

See notes to consolidated financial statements.
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CONSOLIDATED BALANCE SHEETS

As of December 31,
(in millions, except share and per share data) 2002 2001
ASSETS
Current Assets
Cash and Cash Equivalents $ 1,130 $ 1,540
Short-Term Investments 701 270
. Accounts Receivable, net of allowances of $132 and $127 835 856
Assets Under Management 2,069 1,903
Deferred Income Taxes 389 316
Other Current Assets 50 61
Total Current Assets 5,174 4,946
Long-Term Investments 4,498 3,888
Property, Equipment and Capitalized Software, net of accumulated
depreciation and amortization of $456 and $314 955 847
Goodwill 3,363 2,723
Other Intangible Assets, net of accumulated amortization of $31 and $23 122 27
Other Assets 52 55
TOTAL ASSETS $ 14,164 $ 12486
LIABILITIES AND SHAREHOLDERS' EQUITY
Current Liabilities
Medical Costs Payable $ 3,741 $ 3460
Accounts Payable and Accrued Liabilities 1,459 1,209
Other Policy Liabilities 1,781 1,595
Commercial Paper and Current Maturities of Long-Term Debt 811 684
Unearned Premiums 587 543
Total Current Liabilities 8,379 7,491
Long-Term Debt, less current maturities 950 900
Deferred Income Taxes and Other Liabilities 407 204
Commitments and Contingencies (Note 12)
Shareholders’ Equity
Common Stock, $0.01 par value — 1,500,000,000 shares authorized;

299,458,000 and 308,626,000 shares outstanding 3 3
Additional Paid-In Capital 173 39
Retained Earnings 4,104 3,805
Accumulated Other Comprehensive Income:

Net Unrealized Gains on Investments, net of tax effects 148 44

TOTAL SHAREHOLDERS' EQUITY 4,428 3,891

TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY $ 14,164 $ 12,486

See notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY

Additional Net Urvealized Total
Comman Stock Paid-In Retained Gainson  Shareholders' Comprehensiva
{in millions} Shares Amount Capitat Earnings Invest Equity {rcome
BALANCE AT DECEMBER 31, 1999 335 3 $ 250 $3445 $ 165 $3,863
Issuances of Common Stock,
and related tax benefits 13 - 349 - - 349
Common Stock Repurchases 31 - (599) (581) - (1,180)
Comprehensive Income
Net Earnings - - - 736 - 736" $ 736
Other Comprehensive Income Adjustments
Change in Net Unrealized Gains
on Investments, net of tax effects - - - - (75) (75) (75)
Comprehensive Income $ 661
Common Stock Dividend - - - {5) — {5)
BALANCE AT DECEMBER 31, 2000 317 3 - 3,595 90 3,688
Issuances of Common Stock,
and related tax benefits 1 - 474 - - 474
Common Stock Repurchases (19) - (435) (694) - (1,129)
Comprehensive Income
Net Earnings - - - 913 - 913 $ 913
Other Comprehensive Income Adjustments
Change in Net Unrealized Gains
on Investments, net of tax effects - - - - (46) (46) (46)
Comprehensive Income $ 867
Common Stock Dividend - - - 9) — 9
BALANCE AT DECEMBER 31, 2001 309 3 39 3,805 44 3,891
Issuances of Common Stock,
and related tax benefits 12 - 905 - - 905
Common Stock Repurchases (22) - @71y (1,049 - (1,815)
Comprehensive Income
Net Earnings - - - 1,352 - 1,352 $1,352
Other Comprehensive Income Adjustments
Change in Net Unrealized Gains
on Investments, net of tax effects — - - - 104 104 104
Comprehensive Income 1,456
Common Stock Dividend - ~ - (9) - 9)
BALANCE AT DECEMBER 31, 2002 299 3 $ 173 $4,104 $ 148 $4,428
See notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Year Ended Deceraber 31,

(in millions) 2002 2001 2000
OPERATING ACTIVITIES
Net Earnings $ 1,352 913 $ 736
Noncash Items
Depreciation and Amortization 255 265 247
Deferred Income Taxes and Other 154 40 73
Net Change in Other Operating Items, net of effects
from acquisitions, sales of subsidiaries and changes
in AARP balances
Accounts Receivable and Other Current Assets 83 7 26
Medical Costs Payable 74 156 288
Accounts Payable and Accrued Liabilities 423 280 7
Other Policy Liabilities 70 131 87
Unearned Premiums 12 52 (11)
CASH FLOWS FROM OPERATING ACTIVITIES 2,423 1,844 1,521
INVESTING ACTIVITIES
Cash Paid for Acquisitions, net of cash assumed and other effects (302) 92) (76)
Purchases of Property, Equipment and Capitalized Software (419) (425) (245)
Purchases of Investments (3,246) (2,088) (3,022)
Maturities and Sales of Investments 2,676 1,467 2,375
CASH FLOWS USED FOR INVESTING ACTIVITIES (1,391) (1,138) (968)
FINANCING ACTIVITIES
Proceeds from Common Stock Issuances 205 178 228
Proceeds from (Payments of) Commercial Paper, net (223) 275 (182)
Proceeds from Issuance of Long-Term Debt 400 250 400
Payments for Retirement of Long-Term Debt - (150) -
Common Stock Repurchases (1,815) (1,129) (1,180)
Dividends Paid 9) (9) {5)
CASH FLOWS USED FOR FINANCING ACTIVITIES (1,442) (585) (739)
INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS (410) 121 (186)
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD 1,540 1,419 1,605
CASH AND CASH EQUIVALENTS, END OF PERIOD $ L,130 1,540 $ 1,419
SUPPLEMENTAL SCHEDULE OF NONCASH INVESTING ACTIVITIES
Common Stock Issued for Acquisitions $ 567 163 $ -

See notes to consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1 DESCRIPTION OF BUSINESS

UnitedHealth Group Incorporated (also referred to as “UnitedHealth Group,” “the company,” “we,”
“us,” and “our”) is a national leader in forming and operating orderly, efficient markets for the exchange
of high quality health and well-being services. Through strategically aligned, market-defined businesses,
we offer health care access, benefits and related administrative, technology and information services
designed to enable, facilitate and advance optimal health care.

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

BASIS OF PRESENTATION

We have prepared the consolidated financial statements according to accounting principles generally
accepted in the United States of America and have included the accounts of UnitedHealth Group and its
subsidiaries. We have eliminated all significant intercompany balances and transactions.

USE OF ESTIMATES

These consolidated financial statements include certain amounts that are based on our best estimates
and judgments. These estimates require us to apply complex assumptions and judgments, often because
we must make estimates about the effects of matters that are inherently uncertain and will change in
subsequent periods. The most significant estimates relate to medical costs, medical costs payable,
revenues, contingent liabilities and asset valuations, allowances and impairments. We adjust these
estimates each period, as more current information becomes available. The impact of any changes in

estimates is included in the determination of earnings in the period in which the estimate is adjusted.

REVENUES

Premium revenues are derived from risk-based arrangements in which the premium is fixed, typically fora
one-year period, and we assume the economic risk of funding health care services and related administrative
costs. We recognize premium revenues in the period in which eligible individuals are entitled to receive
health care services. We record premium payments we receive from our customers prior to such period as
unearned premiums.

Service revenues are primarily derived from services performed for customers that self-insure the
medical costs of their employees and their dependents. Under service fee contracts, we recognize revenue
in the period the related services are performed based upon the fee charged 1o the customer. The
customers retain the risk of financing medical benefits for their employees and their employees’
dependents, and we administer the payment of customer funds to physicians and other health care
providers from customerfunded bank accounts. Because we do not have the obligation for funding the
medical expenses, nor do we have responsibility for delivering the medical care, we do not recognize gross
revenue and medical costs for these contracts in our consolidated financial staterments.

MEDICAL COSTS AND MEDICAL COSTS PAYABLE

Medical costs include claims paid, claims processed butnot yet paid, estimates for claims received but not
yet processed, and estimates for the costs of health care services eligible individuals have received under
risk-based arrangements, but for which claims have not yet been submi tted.

We develop our estimates of medical costs payable using actuarial methods based upon historical
claim submission and payment data, cost trends, utilization of health care services, contracted service
rates, customer and produoct mix, and other relevant factors. The estimates may change as actuarial
methods change or as underlying historical data upon which estimates are based are revised with more
current information. We did not change actuarial methods during 2002, 2001 and 2000.
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We reflect adjustments to medical costs payable estimates in the operating resulis of the period in
which we identify the changes in estimates. Each period, our operating results reflect revisions in estimates
related to all prior periods, based on actual claims processed and paid. Management believes the amount
of medical costs payable is reasonable and adequate to cover the company’s liability for unpaid claims as of

December 31, 2002; however, actual claim payments may differ from established estimates.

CASH, CASH EQUIVALENTS AND INVESTMENTS

Cash and cash equivalents are highly liquid investments with an original maturity of three months or less.
The fair value of cash and cash cquivalents approximates their carrying value because of the short
maturity of the instruments. Investments with a maturity of less than one year are classified as short-term.
We may sell investments classified as long-term before their maturity to fand working capital or for other
purposes. Because of regulatory requirements, certain investments are included in long-term invest-
ments regardiess of their maturity date. We classify these investments as held to maturity and report them
at amortized cost. All other investments are classified as available for sale and reported at fair valuc based
on quoted market prices.

We exclude unrealized gains and losses on investments available for sale from earnings and reportitasa
separate component of shareholders” equity, net of income tax effects. We continually monitor the difference
between the cost and estimated fair value of our invesuments. If any of our investments experiences a decline
in value that is determined to be other than temporary, based on analysis of relevant factors, we record a
realized loss in Investment and Other Income in our Consolidated Statement of Operations. To calculate
realized gains and losses on the sale of investments, we use the specific cost of each investment sold.

ASSETS UNDER MANAGEMENT

We administer certain aspects of AARP’s insurance program (see Note 4). Pussuant to our agreement,
AARP assets are managed separately from our general investment portfolio and are used to pay costs
associated with the AARP program. These assets are invested at our discretion, within investment guidelines
approved by AARP. At December 81, 2002, the assets were invested in marketable debt securities. We do not
guarantee any rates of investment return on these investments and, upon transfer of the AARP contract to
another entity, we would transfer cash equal in amount to the fair value of these investments at the date of
transfer to that entity. Because the purpose of these assets is to fund the medical costs payable, the rate stabi-
lization fund liabilities and other related liabilities associated with the AARY contract, assets under
management are classified as current assets, consistent with the classification of these liabilities. Interest
earnings and realized investment gains and losses on these assets accrue to AARP policyholders through the
rate stabilization fund. As such, they are not included in our earnings. Interest income and realized gains
and losses related to assets under management are recorded as an increase to the AARP rate stabilization
fund and were $102 million and $113 million in 2002 and 2001, respectively. Assets under management are
reported at their fair market value, and unrealized gains and losses are included directly in the rate stabilization
fund associated with the AARP program. As of December 31, 2002 and 2001, the AARP investment portfolio
and rate stabilization fund included net unrealized gains of %117 million and $56 million, respectively.

PROPERTY, EQUIPMENT AND CAPITALIZED SOFTWARE

Property, equipment and capitalized software is stated at cost, net of accamulated depreciation and
amortization. Capitalized software consists of certain costs incurred in the development of internal-use
software, including external direct costs of materials and services and payroll costs of employvees devoted
to specific sofiware development.
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We calculate depreciation and amortization using the straightline method over the estmated useful
lives of the assets. The useful lives for property, equipment and capitalized software are: from three to
seven years for furniture, fixtures and equipment; from 35 to 40 years for buildings; the shorter of the
useful life or remaining lease term for leasehold improvements; and from three to nine years for
capitalized software. The weighted-average useful life of property, equipment and capitalized software at
December 31, 2002, was approximately five years.

The net book value of property and equipment was $490 million and $421 million as of December 31, 2002
and 2001, respeciively. The net book value of capitalized software was $465 million and $426 million as of
December 31, 2002 and 2001, respectivelv.

GOODWILL AND OTHER INTANGIBLE ASSETS

Goodwill represents the amount by which the purchase price and transaction costs of businesses we
have acquired exceed the estimated fair value of the net tangible assets and separately identifiable
intangible assets of these businesses. We adopted FAS No. 142, “Goodwill and Other Intangible Assets,”
on January 1, 2002. Under FAS No. 142, goodwill and intangible assets with indefinite useful lives are not
amortized, but are tested at least annually for impairment. Intangible assets with discrete useful lives are
amortized on a straight-line basis over their estimated useful lives.

LONG-LIVED ASSETS

We review long-lived assets, including property, equipment, capitalized software and intangible assets, for
events or changes in circumstances that would indicate we might not recover their carrying value. We
consider many factors, including estimated future utility and cash flows associated with the assets, to
make this decision. An impairment charge is recorded for the amoant by which the asset carrying value
exceeds the estimated fair value. We record assets held for sale at the lower of their carrying amount, or
fair value, less any costs for the final settlement.

OTHER POLICY LIABILITIES

Other policy liabilities include the rate stabilization fund associated with the AARP program (sce Note 4)
and customer balances related to experience-rated insurance products. Customer balances represent
excess customer payments and deposit accounts under experience-rated contracts. At the customer’s
option. these balances may be refunded or used to pay future premiums or claims under eligible contracts.

INCOME TAXES

Deferred income tax assets and liabilities are recognized for the differences hetween the financial and
income tax reporting bases of assets and liabilities based on enacted tax rates and laws. The deferred
income tax provision or benefit generally reflects the net change in deferred income tax assets and
liabilities during the year, excluding any deferred income tax assets and liabilities of acquired
businesses. The current income tax provision reflects the tax consequences. of revenues and expenses

currently taxable or deductible on various income tax returns for the year reported.

CUSTOMER ACQUISITION COSTS
Costs related to the acquisition and renewal of customer contracts, including sales commissions,
enrollment materials and customer set-up costs, are charged to expense as incurred. Our insurance

contracts typically have a one-year term and may be cancelled upon 30 days notice by either the company
or the customer.
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STOCK-BASED COMPENSATION
We account for activity under our stock-based employee compensation plans under the recognition and
measurement principles of APB (Accounting Principles Board) Opinion No. 25, “Accounting for Stock
Issued to Employees.” Accordingly, we do not recognize compensation expense in connection with
employee stock option grants because we grant stock options at exercise prices not less than the fair
value of our common stock on the date of grant.

The following table shows the effect on net earnings and earnings per share had we applied the fair
value expense recognition provisions of FAS No. 123, "Accounting for Stock-Based Compensation,” to
stock-based employee compensation.

For the Year Ended December 31,

{in millions, except per share data} 2002 2001 20600
NET EARNINGS
As Reported $ 1,352 $ 913 $ 736
Compensation Expense, net of tax effect (101) (82) {76)
Pro Forma $ 1,251 $ 831 $ 660
BASIC NET EARNINGS PER COMMON SHARE
As Reported $ 446 $ 292 $ 227
Pro Forma $ 412 $ 266 $ 9204
DILUTED NET EARNINGS PER COMMON SHARE
As Reported $ 425 $ 279 $ 219
Pro Forma $ 393 $ 9254 $ 196
WEIGHTED-AVERAGE FAIR VALUE PER SHARE OF
OPTIONS GRANTED $ 28 $ 2% $ 14

Information on our stock-based compensation plans and data used to calculate compensation expense in
the table above are described in more detail in Note 10.

NET EARNINGS PER COMMON SHARE

We compute basic net earnings per common share by dividing net earnings by the weighted-average
number of common shares outstanding during the period. We determine diluted net earnings per
common share using the weighted-average number of common shares outstanding during the period,
adjusted for potentially dilutive shares that might be issued upon exercise of common stock options.

DERIVATIVE FINANCIAL INSTRUMENTS

As part of our risk management strategy, we enter into interest rate swap agreements to manage our
exposure to interest rate risk. The differential between fixed and variable rates to be paid or received
is accrued and recognized over the life of the agreements as an adjustment to interest expense in the
Consolidated Statements of Operations. Our existing interest rate swap agreements convert a portion
of our interest rate exposure from a fixed to a variable rate and are accounted for as fair value hedges.

Additional information on our existing interest rate swap agreements is included in Note 8.

RECENTLY ISSUED ACCOUNTING STANDARDS

On January 1, 2003, we adopted FAS No. 143, “Accounting for Asset Retirement Obligations; which
addresses financial accounting and reporting for obligations associated with the retirement of tangible
long-lived assets and the associated retirement costs. Its adoption did not have a material impact on our
consolidated financial position or results of operations.
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In June 2002, the F inancial Accounting Standards Board (FASB) issued FAS No. 146, “Accounting for
Costs Associated with Exit or Disposal Activities.” FAS No. 146 requires companies to recognize a liability
for costs associated with exit or disposal activities when they are incurred, rather than at the date of a
commitment to an exit or disposal plan. FAS No. 146 is effective for exit or disposal activities initiated
after December 31, 2002. The adoption of this statement on January 1, 2003 did not have a material
impacton our consolidated financial position or results of operations.

In December 2002, the FASB issued FAS No. 148, “Accounting for Stock-Based Compensation - Transiton
and Disclosure — an amendment of FASB Statement No. 123.” FAS No. 148 provides alternative transition
" methods for companies that make a voluntary change to the fairvatue-based method of accounting for stock-
based employee compensation. In addition, FAS No. 148 amends the disclosure requirements of FASNo. 123
to require disclosures in both annual and interim financial staterents about the method of accounting for
stock-based employee compensation and the effect of the method used on reported results. We have adopted
the disclosure provisions of FAS No. 148 in these consolidated financial statements, and its adoption had no
impact on our consolidated financial position or results of operations.

RECLASSIFICATIONS

Gertain 2000 and 2001 amounts in the consolidated financial statements have been reclassified to conform
to the 2002 presentation. These reclassifications have no effect on net earnings or sharcholders’ equity as
previously reported.

3 ACQUISITIONS

Effective September 30, 2002, we acquired AmeriChoice Corporation (AmeriChoice), a leading organization
engaged in facilitating health care benefits and services for Medicaid beneficiaries in the states of New York,
New Jersey and Pennsylvania. We are integrating our existing Medicaid husiness with AmeriChoice within the
Health Care Services reporting segment, creating efficiencies from the consolidation of health care provider
networks, technology platforms and operations. We issued 5.3 million shares of our common stock with a fair
value of approximately $480 million in exchange for 93.5% of the outstanding AmeriChoice common stock. We
also issued vested stock options with a fair value of approximately $15 million in exchange for outstanding stock
options held by AmeriChoice employees and paid cash of approximately $82 million. mainly to pay off existing
ArmeriChoice debt. The purchase price and costs associated with the acquisition of approximately $577 million
exceeded the preliminary estimated fair value of the net angible assets acquired by a pproximately $528 million.
This has been assigned to goodwill in the amount of $472 million, and finite-lived intangible assets, primarily
customer contracts, in the amount of $56 million. The weighted-average useful life of the finite-lived intangible
assets is estimated to be approximately 11 years. We will acquire the remaining minority interest after five years at
avalue based on a multiple of the carnings of the combined Medicaid business. We have the option to acquire the
minority interest at an earlier date if specific events occur, such as the termination or resignation of key
AmeriChoice employees. The results of operations for AmeriChoice since the acquisition date have been
included in our Consolidated Statements of Operations. The pro forma effects of the AmeriChoice acquisition
on our consolidated financial statements were not material.

Our preliminary estimate of the fair value of the tangible assets/(liabilities) as of the acquisition date is
as follows:

(in millions}
Cash and Cash Equivalents $ 32
Accounts Receivable and Other Current Assets 38
Long-Term Investments 151
Property, Equipment and Capitalized Software 21
Medical Costs Payable (129)
Other Current Liabilities (64)
Net Tangible Assets Acquired $ 49
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In October 2001, our Specialized Care Services business segment acquired Spectera, Inc. (Spectera), a
leading vision care benefits company in the United States, to expand the breadth of service offerings we
extend to our customers. We paid $37 million in cash, and issued 1.5 million shares of common stock with a
fair value of $106 million in exchange for all outstanding shares of Spectera. The purchase price and related
acquisition costs of approximately $146 million exceeded the estimated fair value of net assets acquired by
%126 million. Under the purchase method of accounting, we assigned this amount to goodwill. The results
of operations for Spectera since the acquisition date are included in our Consolidated Statements of
Operations. The pro forma effects of the Spectera acquisition on our consolidated financial statements
were not material.

For the years ended December 31, 2002, 2001 and 2000, aggregate consideration paid or issued for
smaller acquisitions accounted for under the purchase method was £$9267 million, $134 million and

$76 million, respectively. These acquisitions were not material to our consolidated {inancial statenients.

4 AARP

In January 1998, we initiated a 10-year contract o provide insurace products and services o members of
AARP. Under the terms of the contract, we are compensated for transaction processing and other services
as well as for assuming underwriting risk. We are also engaged in product development activities to
complement the insurance offerings under this program. Premium revenues from our portion of the AARP
7 billion in 2002, $3.6 billion in 2001 and $3.5 biflion in 2000.

The underwriting gains or losses related to the AARP business are directly recorded as an increase or

insurance offerings were approximately

decrease to a rate stabilization fund (RSF). The primary components of the underwriting results are
premium revenue, medical costs, investment income, administrative expenses, member service expenses,
marketing expenses and premium taxes. Underwriting gains and losses are recorded as an increase or
decrease to the RSF and accrue to AARP policyholders, unless cumulative net losses were Lo exceed the
balance in the RSE. To the extent underwriting losses exceed the balance in the RSE, we would have o fund
the deficit. Any deficit we fund could be recovered by underwriting gains in future periods of the contract.
To date, we have not been required to fund any underwriting deficits. The RSF balance is reported in Other
Policy Liabilities in the accompanying Consolidated Balance Sheets. We believe the RSF balance is sufficient
1o cover potential future underwriting or other risks associated with the contract.

The following AARP program-related assets and liabilities are included in our Consolidated Balance
Sheets:

Balance as of December 31
(in millionsj 2002 2001

Assets Under Management $ 2,045 $ 1,882
Accounts Receivable $ 294 $ 231
Medical Costs Payable $ 893 $ 867
$ $
$ $

Other Policy Liabilities 1,299 1,180
Accounts Payable and Accrued Liabilities 147 116

The effects of changes in balance sheet amounts associated with the AARP program accrue to AARP
policyholders through the RSF balance. Accordingly, we do not include the effect of such changes in our
Consolidated Statements of Cash Flows.
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5 CASH, CASH EQUIVALENTS AND INVESTMENTS

As of December 81, the amortized cost, gross unrealized gains and losses, and fair value of cash, cash
equivalents and investments were as follows (in millions):

Amortized Gross Unreatized Gross Unrealized Fair
2002 Cost Gains Lesses Valug
Cash and Cash Equivalents $ 1,130 $ - $ - $ 1,130
Debt Securities — Available for Sale 4,742 238 (8) 4,972
Equity Securities — Available for Sale 150 5 ) 150
Debt Securities — Held to Maturity 77 - - 71
Total Cash and Investments $ 6,099 $ 243 $ (13) $ 6,329
2001
Cash and Cash Equivalents $1.540 $ - $ - $ 1,540
Debt Securitics — Available for Sale 3,806 121 (20) 3,907
Equity Securities — Available for Sale 201 16 (46) 17
Debt Securities — Held to Maturity 80 - - 30
Total Cash and Investments $ 5,627 $ 137 $  (66) $ 5,698

As of December 31, 2002 and 2001, respectively, debt securities consisted of §1,439 million and
$1,073 million in U.S. Government and Agency obligations, $2,475 million and $1,684 million in state
and municipal obligations, and $1,135 million and $1,230 million in corporate obligations. At
December 31, 2002, we held $677 million in debt securities with maturities of less than one year,
%1,442 million in debt securities maturing in one to five years, and $2,930 million in debt securities with
maturities of more than five years.

During 2001 and 2000, respectively, we contributed UnitedHealth Capital investments valued at
approximately $22 million and $52 million to the United Health Foundation, a non-consolidated,
not-for-profit organization. The realized gains of approximately $18 million in 2001 and $51 million in
2000 were offset by related contribution expenses of $22 million in 2001 and $52 million in 2000. The net
expenses of $4 million in 2001 and %1 million in 2000 are included in Investment and Other Income in
the accompanying Consolidated Statements of Operations.

In a separate disposition of UnitedHealth Capital investments during 2000, we realized a gain
of $27 million.

We recorded realized gains and losses on sales of investments, excluding the UnitedHealth Capital

dispositions described above, as follows:
For the Year Ended December 31,

{in miillions) 2002 2601 2000
Gross Realized Gains $ 57 $ 30 $ 12
Gross Realized Losses (75) (19) (46)
Net Realized Gains (Losses) $ (18) $ 11 $ (34)
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6 GOODWILL AND OTHER INTANGIBLE ASSETS

We adopted FAS No. 142, “Goodwill and Other Intangible Assets,” on January 1,2002. Under FAS No. 142,
goodwill and intangible assets with indefinite useful lives are not amortized. The following table shows
net earnings and earnings per common share adjusted to reflect the adoption of the
non-amortization provision of FAS No. 142 as of the beginning of the respective periods:

For the Year Endaed Decenber 31,
{in millions, except per share data) 2002 2001 2000

NET EARNINGS

Reported Net Earnings $ 1,352 $ 913 $ 736

Goodwill Amortization, net of tax effects - 89 85

Adjusted Net Carnings $ 1,352 $ 1,002 $ 821
BASIC NET EARNINGS PER COMMON SHARE

Reported Basic Net Earnings per Share $ 446 $ 292 $ 227

Goodwill Amortization, net of tax effects - 0.29 0.26

Adjusted Basic Net Earnings per Share $§ 446 $ 321 $ 253
DILUTED NET EARNINGS PER COMMON SHARE

Reported Diluted Net Earnings per Share $ 425 3 279 $ 219

Goodwill Amortization, net of rax effects - 0.28 0.25

Adjusted Diluted Net Earnings per Share $ 425 $ 307 $§ 24

Changes in the carrying amount of goodwill, by operating segment, during the year ended December 31,
2002, were as follows:

Health Care Consotidated
{in millions} Servicas j = ingenix
Balance at January 1, 2002 $ 1,166 $§ 698 $ 322 $ 537 $ 9,793
Acquisitions and Subsequent Payments 527 - 41 75 643
Dispositions - - - (3) (3)
Balance at December 31, 2002 $ 1,693 $ 698 $ 363 $ 609 $ 3,363

The weighted-average useful life, gross carrying value, accumulated amortization and net carrying value
of other intangible assets as of December 31, 2002 and 2001 were as follows:

ghted- ber 31, 2002 Dec
Average Gross Carrying  Accumuiated  Net Cal Grass Carrying
tin millionsj Useful Life Vaiue Amortizetion Value

Customer Contracts and

Membership Lists 14 years $ 64 $ () $ 63 $ - $ - $ -
Patents, Trademarks

and Technology 10 years 58 (24) 34 28 (19 9
Non-compete Agreements :

and Other 7 years 31 6) 25 22 (4) 18

Total 10 years $ 153 $ 31) $122 $ 50 $(23) $ 27

Amortization expense relating to other intangible assets was $9 million in 2002. Estimated future amortization

expense relating to other intangible assets for the years ending December 31 are as follows:

{in milfious] 2003 2004 2005 2006 2007
$ 15 3 14 $ 14 $ 12 $ 12
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7 MEDICAL COSTS PAYABLE

The following table shows the components of the change in medical costs payable for the years ended
December 31, excluding amouants related to the AARP business:

For the Year Ended December 31,

{in raillions) 2002 2001 200¢
MEDICAL COSTS PAYABLE, BEGINNING OF PERIOD $ 2,593 $ 2411 $ 2,124
ACQUISITIONS! 180 17 -
REPORTED MEDICAL COSTS
Current Year 14,860 14,367 12,996
Prior Years (70) (30) {15)
Total Reported Medical Costs 14,790 14,337 12,981
CLAIM PAYMENTS
Payments for Current Year (12,435) (11,933) (10,711)
Payments for Prior Years (2,280) (2,239) (1,983)
Total Claim Payments (14,715) (14,172) (12,694)
MEDICAL COSTS PAYABLE, END OF PERIOD $ 2,848 $ 9,593 $ 2411

I Represents the medical costs payable balance as of the applicable acquisition date. Subsequent changes in estimates related to
P L ¥ : : <q i 8
acquired medical costs payable are recorded as adjustments 1o Goodwill.

Amounts relating to the AARP business have been excluded since the underwriting gains or losses related
to this contract are recorded as an increase or decrease to a rate stabilization fund, which is more fully
described in Note 4. Medical costs payable balances relating to the AARP business were $893 million,
$867 million, $855 million and $791 million as of December 31, 2002, 2001, 2000 and 1999, respectively.
Medical costs relating to the AARP business were $3,402 million, $3,307 million and $3,174 million for
the years ended December 31, 2002, 2001 and 2000, respectively.
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8 COMMERCIAL PAPER AND DEBT

Commercial paper and debt consisted of the following as of December 31 (in millions):

2002 2001
Carrying Fair Carrying Fair

{in millions) Yalie Value Vaive Vaiue
Commercial Paper $ 461 $ 461 $ 684 $ 684
Floating-Rate Notes

due November 2003 100 100 100 100
6.6% Senior Unsecured Notes

due December 200% 250 260 250 266
Floating-Rate Notes

due November 2004 150 150 150 150
7.5% Senior Unsecured Notes

due November 2005 400 450 400 433
5.9% Senior Unsecured Notes

cue January 2007 400 423 - -
Total Commercial Paper and Debt 1,761 1,844 1,584 1,633
Less Current Maturities (811) (821) (684) (684)
Long-Term Debt, less current maturities $ 950 $ 1,023 $ 900 $ 949

As of December $1, 2002, our outstanding commercial paper had interest rates ranging from 1.4% to 1.5%.
The interest rates on the floating-rate notes are reset quarterly to the th ree-month LIBOR plus 0.3% for the
notes due November 2003 and 1o the three-month LIBOR plus 0.6% for the notes due November 2004. As
of December 31, 2002, the applicable rates on the notes were 1.7% and 2.0%, respectively.

In January 2002, we issued 3400 million of 5.2% fixed-rate notes due January 2007. We used proceeds
from this borrowing to repay commercial paper and for general corporate purposes including working
capital, capital expenditures, business acquisitions and share repurchases. When we issued these notes,
we entered into interest rate swap agreements that qualify as fair value hedges to convert a portion of our
interest rate exposure from a fixed to a variable rate. The interest rate swap agreements have an aggregate
notional amount of $200 million maturing January 2007. The variable rates approximate the six-month
LIBOR and are reset on a semiannual basis in arrears. At December 31, 2002, the rate used to accrue
interest expense on these swaps was approximately 1.4%.

We have credit arrangements for $300 millicn that support our commercial paper program. These
credit arrangements include a $450 million revolving facility that expires in July 2005, and a $450 million,
$64-day facility that expires in July 9003. We also have the capacity to issuc approximately $200 miliion of
extendible commercial notes (ECNs). As of December 31, 2002 and 2001, we had no amounts outstanding
under our credit facilities or ECNs.

Our debt agreements and credit facilities contain various covenants, the most restrictive of which
require us to maintain a deht-to-total-capital ratio below 456% and to exceed specified minimum interest
coverage levels. We are in compliance with the requirements of all debt covenants.

Maturitics of commercial paper and debt for the years ending December 31 are as follows:

{in milligns} 2003 2004 2005 2006 2007
$ 811 3 150 $ 400 $ - $ 400

We made cash payments for interest of $86 million, $91 million and $68 million in 2002, 2001 and
2000, respectively.
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9 SHAREHOLDERS' EQUITY

RECULATORY CAPITAL AND DIVIDEND RESTRICTIONS

We conduct a significant portion of our operations through companies that are subject to standards estab-
lished by the National Association of Insurance Commissioners (NAIC). These standards, among other things,
require these subsidiaries to maintain specified levels of statutory capital, as defined by each state, and restrict
the timing and amount of dividends and other distributions that may be paid to their parent companies.
Generally, the amount of dividend distributions that may be paid by a regulated subsidiary, without prior
approval by state regulatory authorities, is limited based on the entity’s level of statutory net income and
statutory capital and surplus. At December 31, 2002, approximatcly %980 million of our $6.3 billion of cash
and investments was held by non-regulated subsidiaries. Of this amount, appr()’ximately $130 million was
available for general corporate use, including acquisitions and share repurchases. The remaining $150 million
consists primarily of public and non-public equity securities held by UnitedHealth Capital, our investment
capital business.

The agencies that assess our creditworthiness also consider capital adequacy levels when establishing
our debt ratings. Consistent with our intent to maintain our senior debt ratings in the “A” range, we
maintain an aggregate statutory capital and surplus level for our regulated subsidiaries that is significantly
higher than the minimum level regulators require. As of December 31, 2002, our regulated subsidiaries
had aggregate statutory capital and surplus of approximately $2.5 billion, which is significantly more than
the aggregate minimum regulatory requirements.

STOCK REPURCHASE PROGRAM

Under our board of directors’ authorization, we maintain a common stock repurchase program.
Repurchases may be made from time to time at prevailing prices, subject to restrictions on volume, pricing
and timing. During 2002, we repurchased 929 % million shares for an aggregate of $1.8 billion. As of
December 31, 2002, we had board of di rectors’ authorization to purchase up to an additional 16.5 million
shares of our common stock.

As a limited part of our share repurchase activities, we had entered into purchase agreements with an
independent third party to purchase shares of our common stock at various times and prices. In May 2002,
the share purchase agreements were terminated, and we elected to receive shares of our common stock
from the third party as settlement consideration. The favorable settlement amount was not material and
was recorded through additional paid-in capital. We currently have no outstanding purchase agreements
with respect to our common stock.

PREFERRED STOCK
At December 31, 2002, we had 10 million shares of $0.001 par value preferred stock authorized for

issuance, and no preferred shares issued and outstanding.
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10 STOCK-BASED COMPENSATION PLANS

During 2002, our shareholders voted to consolidate our three primary stock-based compensation plans into
one new plan. As of December 31, 2002, 29.0 million shares remained available under that plan for future
grants of stock-based awards including, but not limited to, incentive or non-qualified stock options, stock
appreciation rights and restricted stock. No shares are available for grants from our other plans.

Stock options are granted at an exercise price not less than the fair value of our common stock on the
date of grant. They generally vest ratably over four years and may be exercised up to 10 years from the date of

grant. Activity under our stock plans is summarized in the table below (shares in thousands):

Shares

Shares hares
Qutstanding at Beginning of Year 38,337 $ 29 38,810 $ 2 44,080 $ 19
Granted 12,517 $ 75 8,139 $ 353 8,516 $ 30
Assumed in Acquisitions 457 $ 60 1949 $ 1 - $ -
Exercised (6,614) §$ 27 (7,716) $ 20 (12,331} $ 17
Forfeited (1,496) $ 40 1,00 $ 2 (1,455) $ 2
Outstanding at End of Year 43,201 $ 42 38,337 $ 2 38,810 $ 2
Exercisable at End of Year 20,696 § 24 19,585 $ 2 17,367 $ 90
As of Decemnber 31, 2002 Ogstions Outsianding Options Exercisable
Weighted-Average
Remaining Weighted-Average Number Weighted-Average

Range of Exercise Prices g Gption Term {years} Exarcise Price Exarcisable Exercise Price
$0-%20 4,358 45 $ 17 4,219 $ 18
$21-$40 16,597 6.3 $ M 14,724 $ 23
$41-$70 13,833 8.5 $ 61 1,631 $ 54
$71 - $100 5,418 96 $ 83 192 $ 83
$ 0-$100 43,201 73 $ 20,696 $ 24

To determine compensation expense under the fair value method, the fair value of each option grantis
estimated on the date of grant using the Black-Scholes option-pricing model. The principal assumptions we
used in applying the Black-Scholes model were as follows:

2002 2001 2000
Risk-Free Interest Rate 2.5% 3.7% 5.0%
Expected Voladlity 40.2% 459% 49.0%
Expected Dividend Yield 0.1% 0.1% 0.1%
Expected Life in Years 4.5 4.8 4.5

Information regarding the effect on net earnings and net earnings per common share had we applied the
fair value expense recognition provisions of FAS No. 123 is included in Note 2.

Effective August 1, 2002, our employee stock ownership plan was merged into our existing 401(k) plan. We also
maintain an employee stock purchase plan. Activity related to these plans was not significant in relation to our
consolidated financial results in 2002, 2001 and 2000.
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11 INCOME TAXES

The components of the provision (benefit) for income taxes are as follows:

Year Ended Deceruber 31, tin millions) 2002 2001 2000
Current Provision
Federal $ 675 $ 594 3 3%
State and Local 57 45 38
Total Current Provision 732 369 368
Deferred Provision (Benefit) 12 (10) 51
Total Provision for Income Taxes $ T4 $ 559 $ 419

The reconciliation of the tax provision at the U.S. Federal Statutory Rate to the provision for income
taxes is as follows:

Year Ended December 31, (in millions} 2002 2001 20G0
Tax Provision at the U S. Federal Statutory Rate $ 734 $ 515 $ 404
State Income Taxes, net of federal benefit 33 24 29
Tax-Exempt Investment Income (26) @2n (17)
Non-deductible Amortization - 29 27
Charitable Contributions - - (18)
Other, net 3 7 (6)
Provision for Income Taxes $ 744 $ 559 $ 419

The components of deferred income tax asscts and habilities are as follows:

As of December 31, (in millions) 2002 2001
Deferred Income Tax Assets
Accrued Expenses and Allowances $ 252 5 206
Unearned Premiums 47 65
Medical Costs Payable and Other Policy Liabilities 60 84
Net Operating Loss Carryforwards 61 39
Other 30 30
Subtotal 450 4924
Less: Valuation Allowances 39) (39)
Total Deferred Income Tax Assets 411 285

Deferred Income Tax Liabilities

Capitalized Software Development (176) (150)

Net Unrealized Gains on Investments (82) (31)

Depreciation & Amortization (54) (22)

Total Deferred Income Tax Liabilities (312) (20%)
Net Deferred Income Tax Assets $ 99 $ 182

Valuation allowances are provided when it is considered more likely than not that deferred tax assets will
not be realized. The valuation allowances relate to future tax benefits on certain federal, state and
foreign net operating loss carryforwards. Federal net operating loss carryforwards expire beginning in
2017 through 2022, and state net operating loss carryforwards expire beginning in 2005 through 2022.
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We made cash payments for income taxes of %458 million in 2002, $384 million in 2001 and $352 miilion
in 2000. We increased additional paid-in capital and reduced income taxes payable by $133 million in both
2002 and 2001, and by $116 million in 2000 to reflect the tax benefit we received upon the exercise of
non-qualified stock options.

The company, together with its wholly-owned subsidiaries, files a consolidated federal income tax
return. Internal Revenue Service examinations for the 1999 and 1998 tax years have been completed and

did not have a significant impact on our consolidated operating results or financial position.
12 COMMITMENTS AND CONTINGENCIES

LEASES
We lease facilities, computer hardware and other equipment under long-term operating leases that are
noncancelable and expire on various dates through 2025. Rent expense under all operating leases was
$132 million in 2002, $135 million in 2001 and $132 million in 2000.

At December 31, 2002, future minimum annual lease payments, net of sublease income, under all
noncancelable operating leases were as follows:

fin millions) 2003 2004 2005 2006 2007 Thereafter
$ 109 $ 94 $ 85 $ 75 $ 67 $190

SERVICE AGREEMENTS

We have three separate contracts for certain data center operations and support, and network and voice
communication services, which expire in 2005 and 2006. Expenses incurred in connection with these
agrecments were $901 million in 2002, $196 million in 2001 and $182 million in 2000.

LEGAL MATTERS

Because of the nature of our businesses, we are routinely party to a variety of legal actions related to the
design, management and offerings of our services. We record liabilities for our estimate of probable costs
resulting from these matters. These matters include, but are notlimited to: claims relating to health care
benefits coverage; medical malpractice actions; contract disputes; and claims related to disclosure of
certain business practices. Following the events of September 11, 2001, the cost of husiness insurance
coverage increased significantly. As a result, we have increased the amount of risk that we self-insure,
particalarly with respect to rontine matters incidental to our business.

In 1999, a number of class action lawsuits were filed against us and virtually all major entities in the
health benefits business. The suits are purported class actions on behalf of certain customers and physicians
for alleged breaches of federal statutes, including the Employee Retirement Income Security Act of 1974, as
amended (ERISA), and the Racketeer Infl uenced Corrupt Organization Act {RICO).

Although the results of pending litigation are always uncertain, we do not believe the results of any
such actions currently threatened or pending, including those described above, will, individually or in
aggregate, have a material adverse effect on our consolidated financial position or results of operations.
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GOVERNMENT REGULATION

Our business is regulated at federal, state, local and international levels. The laws and rules governing our
business are subject to frequent change, and agencies have broad latitude to administer those regulations.
State legislatures and Congress continue to focus on health care issues as the subject of proposed legislation.
Existing or future laws and rules could force us to change how we do business, restrict revenue and
enrollment growth, increase our health care and administrative costs and capital requirements, and increase
our liability related to coverage interpretations or other actions. Farther, we must obtain and maintain
regulatory approvals to market many of our products.

We are also subject to various ongoing governmental investigations, audits and reviews, and we record
liahilities for our estimate of probable costs resulting from these matters. Although the results of pending
matters are always uncertain, we do not believe the results of any of the current investigations, audits or
reviews, individually or in the aggregate, will have a material adverse effect on our consolidated financial
position or results of operations.

13 SEGMENT FINANCIAL INFORMATION

Factors used in determining our reportable business segments include the nature of operating activities,
existence of separate senior management teams, and the type of information presented to the company’s
chief operating decision-maker to evaluate our results of operations.

Our accounting policies for business segment operations are the same as those described in the Summary
of Significant Accounting Policies (sce Note 2). Transactions between business segments principally consist of
customer service and fransaction processing services that Uniprise provides to UnitedHealthcare and Ovations,
certain product offerings sold to Uniprise and UnitedHealthcare customers by Specialized Care Services, and
sales of medical benefits cost, quality and utilization data and predictive modeling to UnitedHealthcare,
Ovations and Uniprise by Ingenix. These transactions are recorded at management’s best estimate of fairvalue,
as if the services were purchased from or sold to third parties. All intersegment transactions are eliminated in
consolidation. Assets and liabilities that are jointly used are assigned to each segment using estimates of pro-rata
usage. Cash and investments are assigned such that each segment has minimum specified levels of regulatory
capital or working capital for non-regulated businesses. The “Corporate and Eliminatons” column includes
costs associated with company-wide process improvement initiatives, net expenses from charitable contribu-
tions to the United Health Foundation and climinations of intersegment transactions. In accordance with
accounting principles generally accepted in the United States of America, segments with similar economic
characteristics may be combined. The financial results of UnitedHealthcare, Ovations and AmeriChoice have
been combined in the Health Care Services segment column in the tbles presented on the next page because
these businesses have similar economic characteristics and have similar products and services, types of
customers, distribution methods and operational processes, and operate in a similar regulatory environment,
typicallywithin the same legal entity. Substantially all of our operations are conducted in the United States.
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The following tables present segment financial information as of and for the years ended December 31,
2002, 2001 and 2000 (in millions):

Health Cara Specialized Corporate

2002 Services Uniprise Care Services Irgenit and Eliminations  Corsolidated
Revenues — External Customers $ 21,465 $ 2,083 $ 897 $ 355 $ - $ 24,800
Revenues — Intersegment - 603 598 136 (1,337) -
Investment and Other Income 179 27 14 - - 220
Total Revenues $ 21,644 $ 2,713 $ 1,509 $ 491 $(1,337) $ 25,020
Earnings From Operations $ 1,336 $ 509 $ 286 $ 55 $ - $ 2,186
Total Assets’ $ 10,522 $ 1,914 $ 914 $ 902 $ (537) $ 13,775
Net Assets’ $ 4,379 $ 1,097 $ 602 $ 1763 $ 617 $ 6,324
Purchases of Property, Equipment

and Capitalized Software $ 129 $ 159 $ 59 $ 72 $ - $ 419
Depreciation and Amortization $ 102 $ 69 $ 36 $ 48 $ - $ 255
2001
Revenues — External Customers $ 20,259 $ 1,841 $ 734 $ 339 $ - $23,173
Revenues — Intersegment - 587 504 108 (1,199) -
Investment and Other Income 235 34 16 - (4) 281
Total Revenues $ 20,494 $ 2,462 $ 1,254 $ 447 $(1,203) $ 93,454
Earnings From Operations $ 944 $ 374 $ 214 $ 48 $  (14) $ 1,566
Total Assets' $ 9,014 $ 1,737 $ 848 $ 771 S (200) $12,170
Net Assets’ $ 3,408 $ 1,020 $ 514 $ 646 $ (158) $ 5,430
Purchases of Property, Equipment )

and Capitalized Software $ 152 $ 171 $ 33 $ 69 $ - $ 495
Depreciation and Amortization $ 101 $ 81 $ 33 $ 50 $ - $ 965
2000
Revenues — External Customers $ 18,502 $ 1,595 $ 503 $ 9290 $ - $ 20,890
Revenues — Intersegment - 520 461 85 (1,066} -
Investment and Other Income 194 25 10 - .3 232
Total Revenues $ 18,696 $ 2,140 S 91 $ 375 $(1,06%)  $21,192
Earnings From Operations $ 739 $ 289 $ 174 $ 32 S (34) $ 1,200
Total Assets’ $ 8118 $ 1,578 $ 525 $ 730 $ (133) $ 10,818
Net Assets’ $ 3,085 $ 978 § 276 $ 617 $ (113) $ 4,843
Purchases of Property, Equipment ) )

and Capitalized Software $ 88 $ 94 $ 28 $ 3 $ - $ 945
Depreciation and Amortization $ 100 $§ 75 $ 25 $ 47 $ - $ 247

1 Total Assets and Net Assets exclude, where applicable, debt and accrued interest of $1,775 million, $1,603 million and $1,2¢2 mitlion,
income tax-related assets of $389 million, $316 willion and $235 million, and income tax-related liabilities of $510 million, $252 million and
%168 willion as of December 31, 2002, 2601 and 2000, respectively.
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14 QUARTERLY FINANCIAL DATA (UNAUDITED)

For the Quarter Ended

(in millions, except per share dataj March 31 Jure 30 September 30 December 31
2002

Revenues $ 6,013 $ 6,078 $ 6,247 $ 6,682
Medical and Operating Expenses $ 5,531 $ 5,555 $ 5,675 $ 6,073’
Earnings From Operations $ 482 $ 523 $ 572 $ 609
Net Earnings $ 295 $ 32 $ 353 $ 379
Basic Net Earnings per Common Share $ 096 $ 1.07 $ 117 $ 1.26*
Diluted Net Earnings per Common Share $ 092 $ 1L.01 $ LI2 $ 1.20"
2001

Revenues $ 5,680 $ 5813 § 5941 $ 6,020
Medical and Operating Expenses $ 5315 $ 5,429 8 5,545 $ 5,599
Farnings From Operations $ 365 $ 384 $ 396 $ 491
Net Earnings $ 212 $ 223 $ 231 $ 247
Basic Net Earnings per Common Share $ 067 $ 071 $ 0.75 $ 079
Diluted Net Eamings per Common Share $ 0.64 $ 0068 $ 0.71 $ 0.76

I fincludes an estimated $40 million ($26 million after tax effecr), or $0.08 diluted net earnings per common share, of favorable
medical costs estimate development from prior periods.
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REPORT OF MANAGEMENT

The management of UnitedHealth Group is responsible for the integrity and objectivity of the consolidated
financial information contained in this annual report. The consolidated financial statements and related
information were prepared according to accounting principles generally accepted in the United States of
America and include sorne amounts that are based on management’s best estimates and judgments.

To meet its responsibility, management depends on its accounting systems and related internal
accounting controls. These systems are designed to provide reasonahle assurance, at an appropriate cost,
that financial records are reliable for use in preparing financial statements and that assets are safeguarded.
Qualified p(:r'sonnf:l throughout the organization maintain and monitor these internal accounting
controls on an ongoing basis.

The Audit Cominittee of the board of directors, composed entirely of directors who are not employees
of the company, meets periodically and privately with the company's independent auditors and management
to review accounting, auditing, internal control, financial reporting and other matters.

William W. McGuire, MD
Chairman and Chief Executive Officer

Stephen J. Hemsiey
President and Chief Operating Officer

Patrick J. Erlandson
Chief Financial Officer
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INDEPENDENT AUDITORS” REPORT

To the Board of Directors and Shareholders of UnitedHealth Group Incorporated:

We have audited the accompanying consolidated balance sheet of UnitedHealth Group Incorporated and
Subsidiaries as of December 31, 2002, and the related statements of operations, changes in shareholders’
equity, and cash flows for the year then ended. These consolidated financial statements arc the responsibility
of the Company’s management. Our responsibility is to express an opinion on these consolidated financial
statements based on our audit. The consolidated financial statements of UnitedHealth Group Incorporated
and Subsidiaries as of December 31, 2001, and for each of the two years in the period ended Decewber 31,
2001, were audited by other auditors who have ceased operations. Those auditors expressed an unqualified
opinion on those consolidated financial statements in their report dated January 24, 2002.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit inclades
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We helieve that our audit
provides a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial
position of the Company at December 31, 2002, and the results of their operations and their cash flows for the
year then ended in conformity with accounting principles generally accepted in the United States of America.

As discussed in Note 2 to the consolidated financial statements, effective January 1, 2002, the Company
changed its method of accounting for goodwill and other intangible assets.

As discussed above, the consolidated financial statements of UnitedHealth Group Incorporated as of
December 31, 2001 and 2000, and for each of the two years in the period ended December 31, 2001, were
audited by other auditors who have ceased operations. As described in Notes 6 and 7, these consolidated
financial statements have been revised to (i) include the transitional disclosures required by Statement of
Financial Accounting Standards (Statement) No. 142, Goodwill and Other Intangible Assets, which, as described
in Note 2, was adopted by the Company as of January 1, 2002, and {ii) include disclosure of the components
of the change in medical costs payable consistent with Statement of Position 945, Disclosures of Certain Matiers
in the Financial Statements of Insurance Enterprises. Our audit procedures with respect to the disclosures in Note
6 with respect to 2001 and 2000 included (i) agreeing the previously reported net income to the previously
issucd consolidated financial statements and the adjustments to reported net income representing
amortization expense {including any related tax effects) recognized in those periods related to goodwill,
intangible assets that are no longer being amortized, deferred credits related to an excess over €ost, equity
method goodwill, and changes in amortization periods for intangible assets that will continue to be
amortized as a result of initially applying Statement No. 142 (including any rclated tax effects) to the
Company’s underlying records obtained from management, and (ii) testing the mathematical accuracy of
the reconciliation of adjusted net income to reported net income, and the related earnings-pershare
amounts. Qur audit procedures with respect to the disclosures in Note 7 with respect to 2001 and 2000
included (i) agreeing the previously reported beginning and end of year medical costs payable to the
previously issued consolidated financial statements, (i) agreeing the previously reported medical costs to the
previously issued consolidated financial statements (ili) agreeing paid claims payments and prior years
medical costs change in medical costs payable to supporting documentation of claims payment detail and
(iv) testing the mathematical accuracy of the components of the change in medical costs payable. In our
opinion, the disclosures for 2001 and 2000 in Notes 6 and 7 are appropriate. However, we were not engaged
to audit, review, or apply any procedures to the 2001 and 2000 consolidated financial statements of the
Company other than with respect to such disclosures and, accordingly, we do not express an opinion or any
other form of assurance on the 2001 and 2000 consolidated financial statements taken as a whole.

DELOITTE & TOUCHE LLP
Minneapolis, Minnesota
January 23, 2003
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INDEPENDENT AUDITORS’ REPORT

The following audit report of Arthur Andersen LLE, our former independent auditors, is a copy of the original veport dated
January 24, 2002, vendered by Arthur Andersen LLP on our consolidated financial statenients included in owr Annual
Report an Form 10K filed on April 1, 2002, and has not been reissued by Arthur Andersen LLP since that dute.

To the Shareholders and

Directors of UnitedHealth Group Incorporated:

We have audited the accompanying consolidated balance sheets of UnitedHealth Group Incorporated (a
Minnesota Corporation) and Subsidiaries as of December 31, 2001 and 2000, and the related consolidated
statements of operations, changes in sharcholders’ equity and cash flows for each of the three years in the
period ended December 31, 2001. These financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance aboutwhether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An auditalso includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in afl material respects, the
financial position of UnitedHealth Group Incorporated and its Subsidiaries as of December 31, 2001 and
2000, and the results of their operations and their cash flows for each of the three years in the period ended

December 31, 2001, in conformity with accounting principles generally accepted in the United States.

ARTHUR ANDERSEN LLP
Minneapolis, Minnesota
January 24, 2002
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FINANCIAL PERFORMANCE AT A GLANCE

GROWTH & PROFITS — CONSOLIDATED'

(in millions, except per share data) 2002 2001 2000
Revenues $ 25,020 $ 93,454 $91,122
Earnings From Operations $ 2,186 $ 1,566 $ 1,200
Operating Margin 8.7% 6.7% 57%
Return on Net Assets 37.5% 30.7% 25.5%
Net Earnings $ 1,352 $ 913 §. 705
Net Margin 5.4% 3.9% $.3%
Diluted Net Earnings per Share $ 425 $ 279 $ 210
GROWTH & PROFITS — BY SEGMENT
(in millions) 2002 2001 2000
HEALTH CARE SERVICES
Revenues $21,644 $ 20,494 $ 18,696
Earnings From Operations $ 1,336 $ 944 s 739
Operating Margin 6.2% 4.6% 4.0%
Return on Net Assets 35.7% 29.2% 24 6%
UNIPRISE
Revenues $ 2,713 $ 2462 $ 2,140
Earnings From Operations $ 509 $ 374 $ 989
Operating Margin 18.8% 15.2% 13.5%
Return on Net Assets 47.9% 37.2% 30.6%
SPECIALIZED CARE SERVICES
Revenues $ 1,509 $ 1,254 S 974
Earnings From Operations $ 286 $ 94 $ 174
Operating Margin 19.0% 17.1% 17.9%
Return on Net Assets 50.7% 59.1% 68.8%
INGENIX
Revenues $ 491 § 47 $ 37
Earnings From Operations $ 55 $ 48 $ 3
Operating Margin 11.2% 10.7% 3.5%
Return on Net Assets 7.6% 7.5% 59%
CAPITAL ITEMS'
(in millions, except per share data) 2002 2001 2000
Cash Flows From Operating Activities $ 2,423 $ 1,844 $ 1,521
Capital Expenditures $ 419 $ 425 $ 245
Consideration Paid or Issued for Acquisitions $ 869 $ 2% $ 76
Debt-to-Total-Capital Ratio 28.5% 28.9% 24.7%
Return on Shareholders’ Equity 33.0% 24.5% 19.0%
Year-End Market Capitalization $ 25,005 $ 21,841 $ 19,470
Year-End Common Share Price $ 8350 $ 7077 $ 61.38

1 Excludes nonrecurring items in 2000, as described in footnote 1 at the bottom of page 19.
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INVESTOR INFORMATION

Market Price of Common Stock

The following table shows the range of high and low
sales prices for the company’s stock as reported on
the New York Stock Exchange for the calendar
periods shown through February 28, 2003. These
prices do notinclude commissions ot fees associated

with purchasing or selling this security.

“High Low

2003
First Quarter

Through February 28, 2003 $ 83.75 $ 78.40
2002
First Quarter $ 76.80 $ 67.85
Second Quarter $ 97.89 $ 75.13
Third Quarter $ 96.30 $ 81.48
Fourth Quarter $101.00 $ 75.04
2001
First Quarter $ 64.36 $ 50.50
Second Quarter $ 67.40 $ 52.50
Third Quarter $ 70.00 $ 58.80
Fourth Quarter $ 72.80 $ 62.42

As of February 28, 2003, the company had 12,811 shareholders
of record.
Account Questions
OQur transfer agent, Wells Fargo, can help you with
a variety of shareholder-related services, including:
Change of address
Lost stock certificates
Transfer of stock to another person

Additiona} administrative services

You can call our transfer agent at (800) 468-9716
or locally at {651) 450-4064.

You can write them at:
Wells Fargo Shareowner Services
P.O. Box 64854
Saint Paul, Minnesota 55164-0854

Or you can e-mail our transfer agent at:
stocktransfer@wellsfargo.com

{

x

Investor Relations
You can contact UnitedHealth Group Investor
Relations any time to order, without charge,
financial documents, such as the annual report
and Form 10-K. You can write to us at:

Investor Relations, MNO08-T930

UnitedHealth Group

P.O. Box 1459

Minneapolis, Minnesota 55440-1459

Annual Meeting

We invite UnitedHealth Group shareholders
to attend our annual meeting, which will be
held on Wednesday, May 7, 2003, at 10 a.m., at
UnitedHealth Group Center, 9900 Bren Road East,
Minnetonka, Minnesota.

Dividend Policy

UnitedHealth Group’s board of directors estab-
lished the company’s dividend policy in August
1990. The policy requires the board to review the
company’s audited financial statements following
the end of each fiscal year and decide whetheritis
advisable to declare a dividend on the outstanding
shares of common stock.

Sharcholders of record on April 2, 2001,
received an annual dividend for 2001 of $0.03 per
share. Shareholders of record on April 1, 2002,
received an annual dividend for 2002 of $0.03 per
share. On February 11, 2003, the board of directors
approved an annual dividend for 2003 of $0.03 per
share. The dividend will be paid on Aprit 17, 2003,
to shareholders of record at the close of business
on April 1, 2003. We expect to continue paying

comparable cash dividends in the future.

Stock Listing
The company’s common stock is traded on the
New York Stock Exchange under the symbol UNH.

Information Online

You can view our annual report and obtain more

information about UnitedHealth Group and its

businesses via the Internet at
www.unitedhealthgroup.com
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Who we are

Unttadﬁaa!m Group Is adiversified health and well-being company,
serving approximately 52 tnillicn individugl Americans.

How we've positioned otirselves for near-term and long-term success
> We sie Lmtlx aroubd thiee core cimpetentivr o sl to our fotus on
making the health care sprem wark hetiery ackviicid. wchnotogymd
transuctiomal capabilities: health care data. &umﬂ«lgfx and infurovtios ud
tealth. caxe respurce ongaifeition 4itd cave facilltation
» We operte through disctete, divirsified bhusinesses it Tocus on theneeds
af specific market seginets

» ‘We continuadly invest in-the future, speading more than: 22 hillion v researhy drwlupmnu und-capital
axpendimm, Bl for tectmology and; chinical pridormante advancemiont services, over the pastsix years.

How, we’ra riaking healthcare work beﬂar
‘We enhance access 16 heatth and well-being services.
* We’lmmge thieaggegpae buviog ptwr al‘ inillians L ARicans to dchiveeigreater sllordability
% hidie inereasingly-eomplex health care environment, aur-physiehn wird consiuner outreach secvites

lu.tp Sediiditals g poardinate wnd mahage: e serddedt theyneod:

> "Phistrgghe ot Fanite of bosinensos, we provide ampwhvr&wz arrayof consuargroriemed services 16
imeet thefall spectrum. nrbmldt ahd- m}aaemg Acods.

hemﬂwmmmdoﬁ,

S ‘r«:ﬁm&sggmpmwmnsﬁnmpmgmwﬂyﬁrgh e iy and servic
e and phisicing afike, piraciizal m:hminpgm}iunw

;Wri\ wd Towetcosts,

& comprninrand oihor paers, phamwmmral
rass e salthosien oaishle

nwzmmgﬁﬂ clitticdl and veonomic WIm

> We prrmdn g seevicesand pools thiag welpagoplovens and-ollies payers monitae ttilirafion pasieens.
anelcantoal tislog-cuits:

> Wepromote evidence-based: ‘medica

s othor ealiy eare

mm Friewnt, dionabl

Our elinied reseaich: sapzbmﬁmand«m«mcﬁwypmim fevelay
: mmmunﬁf and desites:

: !-luw we've performed

paing gooithfaie for Todaitics Wik 3% peren
, g;mmma o hwmﬂgwl pcmcm:mrmmmwm

gser the pastEigeanund stack

Rﬂmm o N&Agms _ 43:7.% : 0%
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Who 'we are

‘Specialized. Care Services is! '
hea!th and wellness benefits, semces and resources::
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Who we are

Uniprige:isthe nation’s isading provider of health'benefits services
for targe organizations:

How wa're making health cars work better
We makeit easiergmima atterdabts foﬂarge qrganizatmm

>We pmwie (us;mmzed mwgmad lmmﬁi plans and operatiaral
stippo genvivey fof 9.3 srllion-tndividuals ad. 345 lrge.maliidocatdon
exployers, iy 200 60 which are i thic Faine 510,

i o of health care mora affordable.
» *ﬂmmgh ® hraad muge o wrvm w:hnut@as .mdpmss nineduttons Liliprise It advanging and
: G ;im ph:t amd eaamr

hmﬁmg c&prmw, therchy nmdmng fhe mme ive ;

clon simplife and. streariline the healthodive mg:cnenm, {tmx bam' cnm and*mcrm llic sgm«l of Jusalth
care fnteractions, The nlimawe-goul 18 Smitar o whas hay e achiiovedd it ansny mm—heakm care ndiistriest
1o detiver services better, Bster and cheaper.

> ik Sigmassiyle quadity divcipines ave apipfied 1o-contintsusly improve serviee qility, while advanciag
greater procductivity-and affcrdabifiv.

> dnikernel sevvice purials provide conveniefit lowcost infarmition and seivice: wehanmelsfor consiniers,
cuiployers, brokers, and phydcans and hiestili gan providers: Thiough myvihe. com® individuals aeder ID
c:%rds‘ tz!mck chaim AR rcsmrtlx hﬂakh aivé an apcs: fin W physxmn And leamianbout mmn

mamga and track hcalm tmxems neeal

s Npwly itraduced elegtranic medical [D:Gardyuse magnetiestripe. technolugymd the MusterCard®
systein and network urinike it dasy o vﬁfy’;ﬁﬁéﬂt ﬂ;gf?wﬂty and imndttﬁ vminyies man}«mm anytime;

l&niprwc pmwdr:s mm\uneﬁm ' ~d Mncﬁ; piam thiat presmoie costsharing with employees aud offer
»m:ing Jewmis ot mmumer mg::gcmm Ak imﬁiﬁmm: dmxﬁﬂdxz«m;g,
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Heatth CateSemces (includes the businesses of UnitedHlealthen o Okdtiens i AsreaUheice)

lngimdua:a ';ati;mwtde_
How wie're niaking health-care work better

We take-access {o services broadet.

> UmitedHealilisndconteadd s sl mm 10() U0 physicians and
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ﬂowwe’mmakktgheaﬁhmwmkbeﬁar
W enhance the quality, affordability and- sec\mtyofhe@hcamiqr

peaple aver age 50.

> We reprisent thie natien’s largess Medicare supplement businicss. serving
nedy 4 mmum senjorsenvalled in AR Health Cre ()pwm

eligibife for Medicare, eluding Medicar : 2
s parsof a.pllon initative with the fedenl: gmmws:&ni hrough the G‘mum for Medicure. amf M
Services (OMS).

5 Faremployers 1o achie the bést Health coveiges available (o ietitees, we alfer group: covdrageaptions
itall S0mates.
We make presaription drugs more atffmdabb&er ider Americans.

> Weoller the wasion s dargdst and mosy pe artridey disendmt cordd program, slong: with pharmacy
fuanid service und serchandise o ,cﬁngs ‘of hoult ay' Mgpwdwn serding ncnﬂ; Tanilion prople:
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pmvidr e scméfm o (xlcter ndli
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Who we are
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Wha we are

Ingrix provides health caro data, techaclogy arid anaijics séivices
itical:and bioteshnology

cnmgames

How we're making haalth cadre work hétte
We use:dataand information to-salve } 6 issuos
> The Tingreny ntegrated dutibise Drdhc
market with- T8 wrbyies e informatomdg combineimuedieal. iibomtory
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Financial Highlights
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Resuits of Operations

BUSINESS OVERVIEW
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2002 RESULTS COMPARED TO 2001 RESULTS

"j‘tdagted Financlal Results
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Buginess 'fSngeats
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Inorder to evaluiite the impact of chianges n miedical cost estimates farany pati
pediod; one should consider both theamount of ¢ it recorded iniiie cutve
pevaining to pribr periodsand the amount 6f development recorded in subisequent peri
1g:the current period. The accompanying table provides a summary of the-net impact of favarible
develapment o medical costs and camnings from operutions (in milligas).
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Consolidated Statements:of Operations

Invessmentand Other Income

Rl Mo sons

“Total Revenues

NEDICAL AND OPERATING COSTS
Medical Costs

EARNINGS GEFORE TNCOME TAKES.
_ Pravision for liicome Taxkes -
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Consolidated Balance Sheets




Gonsolidated Statements of Changes in Shareholders’ Equity
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Notes to Consolidated Financial Statements

1 DESGRIPTION OF BUSINESS

s&f:rvice@;iesigncd o embie. fwbtate and zdvmwspﬁmaiheﬂth care:

% /BUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:
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i igpition prosisioi ol Statomasny of Financiat 4
“Accouniting for Stack Based Compesnsation, ed e
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£/CASH, CASH EQUIVALENTS AND INVESTMENTS

Asaf December 31, the amortized cost, gross

¢ lized frains and losses, afid faiFvaloe of cash, cash
equivalonts and inveitments were asfolfows (i ) -

¥ lions):
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7 MEDICAL GCOSTS PAYABLE

Thee foltowing tible shows the components of the change inmedical cous payable for the years ended
Deecember3k: '

(i s - : 2003

YABLE, BEGINRING OF PERIOD, $ a7
165

v ; {150)
Tosal Reporied Medical Gouts — i

CLAIM PAYMENTS
Payoe a1
{20,488)

| Gominercial paperand debi consisied of thie following asof December 31
' . e 2003 -
Nalue Value

e

ey -
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9 SHAREHOLDERS' EQUITY
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11 INCOME TAXES

The: meOncﬂtxuf the pwvunen (hcm:m) for incame vixes are asfollows:
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12 COMMITMENTS AND CONTINGENCIES
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Independent Auditors’ Report
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